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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Montana 
Department  of  Highways  for  the  two  fiscal  years  ended  June  30, 
1982.  The  objectives  of  the  audit  were  to:  (1)  determine  if  the 
financial  statements  present  fairly  the  financial  position  and  results 
of  operations  of  the  department  for  the  two  fiscal  years  ended 
June  30,  1982;  (2)  determine  department  compliance  with  applicable 
laws  and  regulations  which  could  have  a  significant  effect  on  the 
financial  statements;  and  (3)  make  recommendations  for  improve- 
ments in  the  management  and  internal  accounting  controls  of  the 
department. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing  the   recommendation. 

We     thank     the    director    and    the    department    staff    for    their 
cooperation  and  assistance  during  the  audit. 
GENERAL 

The  department  is  responsible  for  the  planning,  layout, 
construction,  improvement,  repair,  and  maintenance  of  state  high- 
ways and  federal  aid  system  highways.  The  director  of  the  Depart- 
ment of  Highways  is  appointed  by  the  Governor  and  serves  as 
department  head.  Certain  actions  of  the  department  are  subject  to 
the  approval  by  the  Governor.  The  commission  is  responsible  for 
the  designation  of  federal  aid  highways,  primary  highways,  and 
off-system  highways  in  the  state  maintenance  system.  The  Highway 
Commission  may  delegate  certain  functions  to  the  director  of  the 
Department  of   Highways. 
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The     department's    activities    are    organized     under    the    seven 
divisions   listed   below,    each   headed   by  an   administrator: 
1  .        Centralized   Services 

2.  Personnel 

3.  Legal 

4.  Engineering 

5.  Program   Development 

6.  Maintenance  and    Equipment 

7.  Gross   Vehicle  Weight 

The  department  also  maintains  the  following  four  units,  each 
headed   by  a  manager  who   reports   directly  to  the  director: 

1.  Information 

2.  Audit 

3.  Aircraft 

4.  Civil    Rights 

The  department  has  field  personnel  stationed  at  division  field 
offices  in  Billings,  Bozeman,  Butte,  Glendive,  Great  Falls,  Havre, 
Kalispell,  Lewistown,  Miles  City,  Missoula,  and  Wolf  Point.  The 
department  employed   1,771    people  as  of  June  30,    1982. 

Effective  September  7,    1982,    the  eleven    Department  of  Highway 
field    divisions   were   consolidated    into   five    regions   for   the   purpose 
of     admininstration     of     department     operations.        The     five     region 
headquarters    are    located    at   Missoula,    Butte,    Great   Falls,    Billings, 
and   Glendive. 

The  department  spent  approximately  $202,000,000  in  fiscal 
year  1980-81  and  $161,000,000  in  fiscal  year  1981-82  to  carry  out 
its  programs.  Total  revenue  was  approximately  $158,000,000  in 
fiscal   year   1980-81   and  $120,000,000  in  fiscal   year  1981-82. 
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The    following    report   sections   discuss   areas   of   concern    noted 
during  our  audit  of  the  department. 
TRANSFER   OF    FUNDS 

Maintenance   division   expenditures    are  paid  from  the  Highways 
Earmarked    Revenue    Fund.      During    fiscal   year  1981   the  department 
transferred  $2,712,849  in  appropriation   authority  from   its  construc- 
tion   program    to    the    maintenance    division    to    offset   an    anticipated 
overexpenditure    within    that    division.       The    actual    transfer    added 
$2,108,119    in    expenditure    authority    for    the    Highway     Earmarked 
Revenue    Fund    not   authorized    by   the   Legislature.      The  department 
transferred      $604,730     from      the     Earmarked     Revenue     Fund     and 
$2,108,119     from     the     Federal     and     Private     Revenue     Fund     (total 
$2,712,849).       House    Bill   94,     Laws    of    1981,    contained    a    provision 
for  transfer  which   states  the  department  may  "transfer  appropriated 
highway    earmarked    funds    totaling    no    more    than    $2,712,849    from 
the    construction    and    preconstruction    divisions   to   the   maintenance 
division    in   order   to   offset   an  anticipated  deficit  within   the  mainte- 
nance   division."      (Emphasis    added.)      No    provision    was    made   for 
transfers   from    any    fund   other   than    the   Earmarked   Revenue   Fund. 
Personnel    from   the   department   and   the   Office   of   Budget   and 
Program     Planning     thought    the    wording    of     House     Bill   94    was    in 
error  and  therefore  allowed  the  transfer  to  be  made.      The  chairman 
of    the    Joint   Appropriations   Subcommittee   considered    its    intentions 
to  be  stated   clearly. 


RECOMMENDATION   #1 

WE  RECOMMEND  THE  DEPARTMENT  AND  THE  GOVERNOR'S 
OFFICE  OF  BUDGET  AND  PROGRAM  PLANNING  IMPLEMENT 
AGENCY  BUDGETS  IN  ACCORDANCE  WITH  LEGISLATIVELY 
ESTABLISHED   APPROPRIATION    AUTHORITY. 

CASH    FLOW 

The  state's  General  Fund  lost  more  than  $4,000,000  in  interest 
income  during  the  last  two  years  because  the  department  is  not 
promptly  requesting  federal  matching  funds.  The  department 
receives  federal  matching  funds  to  finance  construction  on  a  reim- 
bursement basis.  Because  the  requests  for  federal  payments  are 
made  approximately  eight  days  after  the  payment  to  contractors  is 
approved,  the  department  experiences  cash  shortages  in  its  federal 
fund.  To  offset  the  cash  shortage,  the  department  established  an 
inter-entity  loan  from  the  Highway  Earmarked  Revenue  Fund  to  the 
Federal  and  Private  Revenue  Fund.  As  a  result,  Montana  is 
providing  funding  for  the  federal  government's  share  of  highway 
costs.  The  cash  flow  is  a  function  of  two  components  which  we 
discuss  in  the  following  sections. 
Timing    Federal    Payments 

The  major  component  of  the  cash  flow  problem  stems  from  the 
time  lag  between  the  payment  to  the  contractor  and  the  receipt  of 
the  federal  reimbursements.  The  expressed  goal  of  the  federal 
government  is  to  eliminate  this  time  lag  in  a  manner  equitable  to 
both  the  federal   government  and  the  state. 


The  department  instituted  weekly  billings  in  February  1982  in 
an  effort  to  reduce  the  effect  of  this  problem.  Table  1  illustrates 
the  time  frame  of  the  contractor  payment/federal  billing  process 
under  the  department's  improved  system.  We  analyzed  a  sample  of 
federal  billings  and  related  contractor  claims  between  March  1982 
and  December  1982  to  determine  the  average  time  frame  presented 
in  Table  1 . 

TABLE   1 

CONTRACTOR  PAYMENT 
FEDERAL  BILLING  PROCESS 


Activity 

Progress  estimate  period  ends 

Progress  estimate  approved  by 
construction  bureau 

Progress  estimate  approved  by 
accounting  bureau 

Transfer  warrant  claim  processed 


State  Auditor  writes  warrant  to 
contractor 

Billing  voucher  submitted  to 
federal  government 

Warrant  cashed  and  clears  the 
bank 


Federal  payment  received 


Days 
0 

2.4 

4.8 
5.5 
6.6 

9.3 

12.4 

13.6 

19.4 


Notes 


Billing  voucher  should 
be  submitted  for  payment 


Date  federal  payment 
should  be  received 

Time  period  creating 
cash  shortage 


Source:   Compiled  by  the  Office  of  the  Legislative  Auditor 


During  the  period  prior  to  March  1982,  the  time  period  creating 
the  cash  shortage  was  about  19  days.  As  Table  1  shows,  the 
department  has  reduced  this  to  5.8  days  (19.4  -  13.6  days).  In 
order  to  eliminate  the  cash  shortage,  the  goal  should  be  to  receive 
the  federal  payment  on  the  date  the  state's  warrant  is  returned  to 
the  bank  for  payment.  Prior  to  the  warrant  clearing,  there  is  no 
cash  shortage.  Any  time  lag  between  the  warrant  clearing  and 
federal  payment  creates  a  cash  shortage  which  must  be  covered  by 
state  funds. 

It  is  the  responsibility  of  the  officials  at  the  Department  of 
Highways  to  manage  their  funds  to  the  benefit  of  the  state.  The 
department  should  work  with  federal  officials,  at  the  national  level 
if  necessary,  to  eliminate  the  necessity  for  the  state  to  advance 
cash  to  this  federal  program.  The  department  should  establish  a 
system  to  request  timely  payment  from  the  federal  government. 
The  system  should  include  department  payroll  and  equipment  costs 
in  addition  to  contractor  payments  discussed  above. 
Project  Overruns  and   Nonagreements 

On    certain    federal    aid    projects,    the    department    incurs    costs 
which  exceed   federal   agreement  amounts  and  costs  for  which  federal 
agreements   have  not  yet  been  obtained.      Pending   federal   agreement, 
these    project    overrun    and    nonagreement    costs    must    be    paid    from 
state  funds.      Federal   agreement  amendments  are  generally  approved, 
but   the   department   must   request  them.      Once  a  project  increase  is 
granted,      the     department     bills     the     federal     government     for     the 
federal   portion  of  the  accumulated  costs. 

As    noted    in    our    prior    audit    report,    the    department    was    not 
timely    in    requesting    project    amendments.       The    1980    overrun    and 
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nonagreement  project  reports  indicated  a  monthly  average  of 
$9,000,000  expended  on  federal  aid  projects  in  excess  of  project 
agreements.  During  this  audit  period,  however,  the  monthly 
average  was  reduced  to  $6,600,000  in  fiscal  year  1981  and  to 
$4,200,000  for  fiscal  year  1982.  As  of  the  June  30,  1982  fiscal 
year-end,  the  monthly  balance  had  been  significantly  reduced  to 
$775,000.  At  December  31,  1982  the  balance  was  $615,000.  The 
department's  continued  effort  to  reduce  the  amount  of  overruns 
and  nonagreements  will  help  alleviate  the  cash  flow  problems. 
Inter-entity   Loans 

inter-entity     loans    are    provided    by    state    law    in    17-2-107(2) 
MCA,   which   states: 

"When  the  expenditure  of  an  appropriation  is  necessary 
and  the  cash  balance  in  the  account  from  which  the 
appropriation  was  made  is  insufficient,  the  Department  of 
Administration  may  authorize  a  transfer,  as  a  temporary 
loan  bearing  no  interest,  of  unrestricted  moneys  from 
other  accounts,  provided  that  there  is  reasonable  evidence 
t^^t  ^hl  ''^cofTie  provided  for  the  remainder  of  the  fiscal 
y^^*^  would  be  sufficient  to  restore  the  amount  i5~trans- 
^g^i^ed  and  provided  the  loan  is  recorded  in  the  state 
accounting  record.  No  account  shall  be  so  impaired  that 
all  proper  demands  thereon  cannot  be  met."  (Emphasis 
added. ) 

According  to  this  statute,  all  inter-entity  loans  must  be  repaid  by 
fiscal  year-end.  In  its  inter-entity  loan  procedures,  however,  the 
department  has  essentially  created  "permanent  loans."  The  loans 
are  not   being   repaid   by  fiscal   year-end. 

Section  17-2-107,  MCA,  applies  to  all  state  agencies  unless 
they  are  exempted  from  its  requirements  by  other  statutes.  There 
are  no  exemptions  for   the   Highway   Department. 


Table  2  illustrates  the  significance  of  the  outstanding  loan 
balance  and  the  cash  in  treasury  in  millions  of  dollars  from  June 
1980  to  November  1982.  The  dollar  amount  due  Montana  from  the 
federal  government,  represented  by  the  shaded  area  between  the 
two  lines,   averages  $16,000,000  for  this  time  period. 

TABLE  2 

FEDERAL  AND  PRIVATE  REVENUE  FUND 
INTER-ENTITY  LOAN  PAYABLE/CASH  BALANCE 
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Source:      Prepared   by   the  Office   of   the  Legislative  Auditor 


As  noted  in  the  previous  sections,  the  department  could 
eliminate  or  significantly  reduce  the  need  for  the  inter-entity  loan 
by  ensuring  prompt  federal  payments  and  obtaining  agreements  for 
project  overruns  and  nonagreements.  This  loaned  money  could 
then   be   used   to  meet  the  needs  of  the   Highway    Earmarked    Revenue 


Fund.  Because  of  the  magnitude  of  the  lost  interest  and  the  need 
for  the  cash  in  the  Highway  Earmarked  Revenue  Fund,  the  depart- 
ment should  promptly  eliminate  the  delays  in  requesting  federal 
payments.  Once  the  department  is  current  with  their  federal 
payment  requests,  we  do  not  anticipate  any  additional  employees 
would  be  required  to  keep  the  billing  process  current.  If  the 
department  still  requires  a  permanent  equity  transfer  for  their 
operations,  they  should  seek  legislative  authorization.  Legislation 
has  recently  been  introduced  at  the  request  of  another  department 
which,  if  passed,  would  permit  extending  a  loan  into  the  next 
fiscal    year.       It   does    not   provide   for   a  permanent  equity  transfer. 

RECOMMENDATION   #2 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  IMPLEMENT  CASH  MANAGEMENT  PROCEDURES  TO 
ENSURE    PROMPT    FEDERAL   BILLINGS. 

B.  CONTINUE  TO  IMPLEMENT  PROCEDURES  TO  PROMPTLY 
AMEND  OR  OBTAIN  AGREEMENTS  FOR  FEDERAL  AID 
PROJECTS     IN    OVERRUN    OR     NONAGREEMENT    STATUS. 

C.  MAKE  INTER-ENTITY  LOANS  IN  ACCORDANCE  WITH 
LAW. 

FINANCIAL    REPORTS 

We  audited  the  financial   statements  prepared  by  the  department. 
Numerous     material     adjustments     to    the    SBAS     accounting     records 
were    necessary    in   order   to   prepare   financial    statements   that   pre- 
sented  the  activity  and   financial   position  of  the  department.      These 


are  the  same  accounting  records  necessary  for  making  management 
decisions  and  preparing  the  budget.  In  order  to  be  useful,  the 
accounting  records  should  be  current  and  accurate  and  the  financial 
statements  should  be  substantially  completed  by  early  September. 
The  statements  in  this  report  were  completed  by  the  department  in 
January   1983. 

This  is  the  second  year  statements  have  been  prepared  from 
SBAS.  The  delay  in  completing  the  statements  is  due  in  part  to 
the  continuing  implementation  of  SBAS  and  in  part  to  the  adjust- 
ments in  the  financial  records  that  were  necessary.  These  delays 
indicate  the  department  should  give  a  higher  priority  to  both 
maintaining  their  accounting  system  and  preparing  their  financial 
reports.  This  is  further  supported  by  the  various  problems  and 
errors  described  in  the  remainder  of  the  report.  We  do  not  antici- 
pate the  department  would  require  additional  FTE  to  accomplish 
this  objective. 

RECOMMENDATION   #3 

WE     RECOMMEND     THE     DEPARTMENT     MAINTAIN     ADEQUATE, 

CURRENT    FINANCIAL    RECORDS. 

STORES    INVENTORY 

As  of  June  30,  1982,  the  department  reported  approximately 
$12,500,000  in  stores  inventory.  These  inventories  consist  of 
office  supplies,  gas,  oil,  equipment  parts,  maintenance  tools, 
gravel  and  asphalt.  All  inventories  except  asphalt  and  gravel  are 
recorded  on  the  Stores  Inventory  Management  System  (SIMS). 
Asphalt  and  gravel  will   be  on  SIMS  by  fiscal   year   1983. 
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Inventory  Count  Procedures 

We  observed  the  department's  count  of  stores  inventory  at 
three  divisions  and  the  Helena  headquarters.  We  observed  the 
inventory  count  procedures,  reviewed  inventory  controls,  and 
performed  test  counts  at  each  division  visited. 

The  department  provided  a  detailed  memorandum  to  their 
employees  describing  adequate  inventory  count  procedures.  These 
procedures  were  not  followed. 

The  department's  counts  have  not  improved  since  our  previous 
audit.  We  noted  the  following  procedural  weaknesses,  all  of  which 
have  been   noted   in   previous  audits: 

1 .  Stock  items  in  several  areas  were  not  tagged  with  a 
stock  number.  Proper  tagging  helps  count  teams  avoid 
not  counting  assets,  double  counting,  and  inaccurate 
recording.  This  problem  was  most  noticeable  in  the 
Helena  headquarter's  equipment  bureau  shop  and  sign 
shop.  As  a  result,  we  considered  the  sign  shop  inven- 
tory unauditable. 

2.  In  two  of  the  four  areas  visited,  stock  items  were  not 
arranged  to  facilitate  accurate  counts. 

3.  Stock  items  were  not  always  tagged  after  they  were 
counted.  Tags  in  the  sign  shop  were  not  updated  as 
items  were  used. 

4.  The  stockman  supervised  the  count  teams.  Observation 
by  outside  personnel  should  facilitate  a  more  accurate 
count. 

5.  The  inventory  stockman  received  completed  count  sheets. 
This  defeats  the  purpose  of  the  independent  count. 
Count  sheets  should  be  given  to  the  field  business 
manager. 

We     noted     the     following     additional     problems    with     inventory 

procedures: 

1.  Physical  control  of  inventories  is  inadequate.  In  certain 
divisions  inventories  were  left  unlocked  during  the  day. 
Employees  had  free  access  to  the  storeroom  to  pick  up 
what  they  needed.  In  divisions  where  locks  were  used 
they     have    not    been    changed    for    at    least    three    years. 
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Supplies  received  by  the  Print  Shop  were  entered  on  the 
inventory  system  twice.  Responsibility  for  entering  this 
data  was  not  fixed. 

Identifying  gravel  stockpiles  was  difficult  because  they 
are   not  properly  marked   with   stock   numbers. 

In  December  1982,  the  department  adjusted  SBAS  for  the 
physical   count  made   in   March. 


The  department's  count  varied   from  our  test  counts  for   19   per- 
cent   of    the    stock    items    counted.       Using    a    90  percent   confidence 
level,   the  proportional   difference   in   the  audit  count  and  department 
counts    ranges    from    16   percent   to  23  percent.      This  variance  could 
be  reduced   if  the  department  strengthened  and   improved   its   inven- 
tory count  procedures. 

The  department  may  incur  costs  when  implementing  adequate 
physical  controls  over  inventory.  However,  the  department  could 
minimize  implementation  costs  by  first  using  present  physical 
facilities  to  provide  limited  access  to  existing  inventory  stock. 
Department  officials  explained  they  are  currently  changing  locks 
and  limiting  the  keys  issued  for  these  areas.  This  will  improve 
physical  controls  without  incurring  significant  costs.  The  depart- 
ment could  also  consider  minor  modifications  to  existing  facilities 
which  would  improve  physical  controls.  Such  modifications  could 
include  installing  wire  or  screen  barriers  in  existing  storage  sheds 
or  equipment  garages  to  restrict  access.  Partitions  or  similar 
barriers  could  be  erected  for  a  modest  cost  to  further  separate 
work  areas  from  inventory  strorage.  The  department  should  then 
evaluate  the  cost  effectiveness  of  any  additional  measures  before 
incurring     significant    costs    to    improve    physical    controls.       If    the 
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department   determined    major   improvements  would   be  cost  effective, 
they  could   be  included   in   its   long-range  plans. 

RECOMMENDATION   #4 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  FOLLOW    ITS    INVENTORY   COUNT    PROCEDURES. 

B.  ESTABLISH      ADEQUATE      PHYSICAL      CONTROLS      OVER 
INVENTORY   STOCK   ON    HAND. 

Inconsistent   Inventory  Procedures 

The  department  requires  the  recording  of  all  inventory  items 
on  its  perpetual  inventory  records.  Compliance  with  this  policy 
varies  between  divisions.  Items  recorded  include:  1)  high  use, 
low  cost  assets  such  as  office  supplies;  2)  high  use  maintenance 
parts,    such  as  oil   and  grease;    and   3)   laboratory   supplies. 

At  one  division  the  majority  of  laboratory  supplies  are  expensed 
upon   receipt.      At  the  same  division  the  maintenance  garage  included 
a   large  parts   room  where  stock   items   were  available  to  all   employees. 
These   items  had  never  been   recorded  on   inventory.      In   Helena,    an 
area   is    set   up   to    keep    high-use   maintenance   parts.      All   parts  are 
recorded    on    inventory,    but  not  all    items  are  written  off  when   they 
are     used.       Maintenance     employees     do     need     access    to    high-use 
parts.      These  parts   should   be  recorded  on   inventory  and  expensed 
when  they  are  issued   for  general   use. 

Each  division  we  visited  had  adjusted  the  department's  policy 
of  recording  all  stock  items  on  inventory.  The  department's 
policies  should  be  adequate  to  permit  all  divisions  to  follow  the 
same  procedures. 
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RECOMMENDATION   #5 

WE  RECOMMEND  THE  DEPARTMENT  WORK  WITH  FIELD  BUSI- 
NESS MANAGERS  TO  DEVELOP  CONSISTENT  PROCEDURES 
TO  ACCOUNT  FOR  LOW  DOLLAR  AND  HIGH-USE  STOCK 
ITEMS. 

Obsolete  Stock   Items 

The  department  should  dispose  of  all  obsolete  and  slow  moving 
assets.  We  noted  a  large  number  of  obsolete  or  unneeded  items, 
primarily  located  at  Helena  headquarters.  Many  of  these  items 
were  on  the  shelves  during  our   last  two  audits. 

We  reviewed  323  stock  items  for  turnover  and  found  that 
14  percent  of  these  items  had  not  been  reordered  since  1976. 
Examples  include  monkey  wrenches  and  crosscut  saws  that  have 
been  there  for  years.  The  department  also  has  a  large  quantity  of 
parts   and   tires  for  vehicles   they   no   longer  own. 

Cost    of    annual    inventory,     storage    space,    and    computer   time 
are    unnecessarily    increased    by    accounting    for    excess    inventory. 
Excess    inventory    could    be    sent    to  the  Surplus   Property   Bureau   at 
the   Department  of  Administration  or   sold   at  auction. 
Inventory  Control   Techniques 

The  department  should  develop  minimum  and  maximum  inven- 
tory control  levels  based  on  economic  order  quantities.  Responsi- 
bility for  developing  and  attaining  these  levels  should  be  assigned 
to  the  inventory  coordinator. 
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Inventory  control  techniques  help  management  determine  what 
level  of  inventory  is  necessary  to  sustain  smooth  operations.  The 
use  of  control  techniques  would  contribute  to  the  reduction  of 
excess  stock,  obsolete  items,  poorly  organized  stores,  and  the  risk 
of  running  out  of  necessary  stock.  implementation  of  inventory 
control  techniques  would  require  the  department  to  do  a  review  of 
units  on  hand,  demand,  purchase  costs,  and  carrying  cost. 
Carrying  costs  include  the  cost  of  storage  space,  obsolescence, 
deterioration,   theft,   and   lost  interest  (opportunity  cost). 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  DISPOSE  OF  OBSOLETE  AND  SLOW  MOVING  STOCK 
ITEMS. 

B.  DEVELOP  MAXIMUM  AND  MINIMUM  INVENTORY  CONTROL 
LEVELS. 

C.  ASSIGN  INVENTORY  RESPONSIBILITY  TO  APPROPRIATE 
PERSONNEL. 

Asphalt    Inventories 

The  department  recorded  adjustments  of  $72,246  in  the  asphalt 
inventory  account  in  fiscal  year  1981-82  as  a  result  of  employees 
not  following   department  procedures. 

Of  the  four  divisions  tested,  one  division  reports  the  asphalt 
balance  for  all  sections  as  one  figure.  For  this  division,  records 
indicated  that  a  12,000  gallon  tank  contained  48,000  gallons  of 
asphalt.        A     physical     measurement    established     that     1,500  gallons 
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were  actually  on  hand  as  of  March  30,  1982.  After  considering 
actual  asphalt  on  hand  at  other  locations  in  the  division,  the 
department  made  a  $71,446  adjustment  to  reduce  the  asphalt  balance 
for  the  division.  Department  officials  explained  that  they  deter- 
mined not  all  issuances  of  asphalt  had  been  reported  on  the  inven- 
tory records. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  PERSONNEL  FOLLOW 
ESTABLISHED  INVENTORY  PROCEDURES  TO  ASSURE  TIMELY 
AND  ACCURATE  REPORTING  OF  RECEIPTS  AND  ISSUES  OF 
ASPHALT  INVENTORY. 

Duplicate   Records 

During  our  audit  period  the  department  completed  conversion 
of  the  stores  inventory  to  computer  terminals  of  the  field  divisions. 
The  terminals  at  the  divisions  do  not  show  the  individual  item 
prices.  The  stockmen  in  eight  divisions  maintain  manual  card  files 
to  provide  them  this  information.  The  manual  card  files  create 
duplicate  records.  The  department  could  improve  the  efficiency  of 
their  operations  by  eliminating  duplicate  records.  The  department 
should  consider  the  informational  needs  of  the  stockmen  when 
developing  the  display  capabilities  of  the  field  terminals. 

RECOMMENDATION   #8 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  AN  INVEN- 
TORY  SYSTEM   TO   MEET   THE    NEEDS   OF   ALL   USERS. 
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Inventory   Items  with   Low   Unit  Costs 

In  our  prior  audit  for  the  two  years  ended  June  30,  1980,  we 
noted  the  department's  inventory  included  a  significant  number  of 
inventory  items  with  a  low  unit  cost.  In  our  prior  report,  using 
variable  sampling  techniques,  we  projected  at  a  90  percent  confi- 
dence level  that  48  to  52  percent  of  the  population  represented 
stock  items  with  a  unit  cost  of  $10  or  less.  Approximately  5  per- 
cent of  the  stores   inventory  represented  office  supplies. 

Department  officials  explained  that  in  March  1982  they  had 
eliminated  approximately  5,000  stock  items  by  combining  and  consoli- 
dating similar  items.  This  will  help  alleviate  some  of  the  problems 
noted  in  the  preceding  report  sections  by  reducing  the  number  of 
individual  stock  items  to  more  manageable  proportions.  The  depart- 
ment currently  maintains  approximately  6,600  individual  stock 
items.  The  department  could  further  improve  their  inventory 
management  by  evaluating  their  inventory  policies  for  low  cost 
items  and  allocating  certain  expendable  supplies  directly  to  projects 
as  recommended  in  our  prior  report.  In  evaluating  the  policies, 
the  department  should  consider  the  items'  susceptibility  to  theft. 
The  department  should  consider  changing  the  unit  of  measure  or 
level  at  which  low  cost  items  are  inventoried  (i.e.,  inventorying 
office  supplies  such  as  pens  or  pencils  by  the  box  only  -  once  a 
box   is  opened   all    items   are  charged   out). 


17 


RECOMMENDATION   #9 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  ELIMINATE     INVENTORY    STOCK     ITEMS    BELOW    A    CER- 
TAIN   DOLLAR    VALUE    FROM   THEIR    INVENTORY    REPORT- 
ING  SYSTEM   AND   ALLOCATE   THE   COST   OF    EXPENDABLE 
SUPPLIES      WITH      A      LOW      UNIT      COST      DIRECTLY     TO 
VARIOUS   CONSTRUCTION    AND   MAINTENANCE    PROJECTS; 
OR 

B.  CHANGE    THE    UNIT   OF   MEASURE    LEVEL    FOR    LOW   COST 
ITEMS. 

ACCOUNTS    RECEIVABLE 

We  performed  selected  audit  procedures  designed  to  provide  a 
basis  for  concluding  on  the  reasonableness  of  accounts  receivable 
and  inter-entity  loans  receivable  of  $42,000,000  reported  on  the 
department's  June  30,  1982  balance  sheet.  We  noted  clerical  errors 
in  41  percent  of  the  accounts  tested.  As  a  result,  we  were  not 
able  to  rely  on  the  department's  procedures.  We  were  able  to 
complete  our  testing  through  the  use  of  alternative  procedures. 
The  following  are  examples  of  the  problems  noted  during  our 
testing : 


1)  In  prior  years  repair  costs  for  damaged  highway  property 
were  recorded  in  a  Work  in  Process  Account.  When  a 
bill  was  rendered  for  repair,  the  Work  in  Process  Account 
was  credited  for  the  costs,  and  the  actual  expenditure 
by  the  department  was  never  recorded.  Pursuant  to  an 
audit  recommendation  from  our  office,  the  department 
changed  their  procedures  in  order  to  properly  reflect 
these  expenditures.  In  June  1980,  a  Journal  Voucher 
was  prepared  to  retroactively  record  the  expenditures 
for  fiscal  year  1980.  In  preparing  this  "correcting 
entry,"     the    department    erroneously     reestablished     some 
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receivables  that  had  already  been  collected,  resulting  in 
an  overstatement  of  $41,015  for  accounts  receivable  in 
the   Earmarked   Revenue   Fund. 

2)  An  adjustment  to  one  particular  account  receivable  was 
made  twice,  resulting  in  a  negative  account  balance 
instead  of  a  zero  balance. 

3)  When  the  department  bills  for  charges  in  the  Earmarked 
Revenue  Fund,  a  10  percent  handling  charge  is  added  to 
the  billing.  A  journal  entry  records  this  handling 
charge  in  the  account  receivable  when  it  is  calculated. 
In  some  cases  the  handling  charge  was  charged  again  to 
accounts  receivable  when  the  bill  was  rendered,  causing 
some  of  the  accounts  receivable  to  be  overstated  by 
10  percent.  This  overstatement  was  caused  by  clerical 
errors. 

4)  Two  cases  were  noted  in  which  receivables  reported  on 
the  books   had  already  been   settled  or  deemed   uncollectible. 

5)  A   coding   error  caused   a  motor   pool   charge  to  be   recorded 
in    the   wrong    agency's   account.      Another  error  caused  a 
charge    to    be    made    to    an    agency    that   did    not   exist.      A 
third     error    caused    a    charge    to    be    made    to    the    wrong 
project  number. 

6)  In  three  instances,  department  personnel  could  not  locate 
the  support  documentation  needed  to  test  our  sample 
items. 

7)  Several  credit  balances  in  Accounts  Receivable  existed  in 
the  subsidiary  detail  ledgers  because  the  transactions 
were  not  properly  recorded  when  the  bill  was  rendered. 
The  related  revenue  was  also  unrecorded.  When  payment 
was   received,    an   improper  balance  resulted. 


We   called   these   errors   to   the   department's  attention  and  they 
assured   us  they  will   be  corrected. 

RECOMMENDATION   #10 

WE    RECOMMEND    THE    DEPARTMENT    ESTABLISH    PROCEDURES 
TO   PREVENT    UNDETECTED   CLERICAL    ERRORS    IN    ACCOUNTS 
RECEIVABLE    RECORDS. 
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FINANCIAL   STATEMENT   ADJUSTMENTS 

We  found  accounting  and  reporting  procedures  used  by  the 
department  which  result  in  financial  statement  adjustments  and 
misstatements.  A  number  of  these  have  been  discussed  in  previous 
sections  of  this  report.  The  following  paragraphs  relate  to  other 
problems  noted  during  the  audit.  Some  of  these  problems  relate  to 
comments  made  in  two  previous  audit  reports. 
Stores   Inventory 

The  department  currently  records  stores  inventory  accounts 
as  an  internal  service  fund.  They  do  not  include  expenses  for 
payroll,  administration,  depreciation,  and  overhead  in  the  fund 
because,  in  their  opinion,  the  expense  of  recording  these  costs 
would  exceed  the  benefit.  The  department  procedures  for  record- 
ing stores  inventory  activity  would  be  proper  for  the  Highway 
Earmarked  Revenue  Fund,  but  is  inadequate  for  an  internal  service 
fund. 

RECOMMENDATION   ttll 

WE  RECOMMEND  THE  DEPARTMENT  REPORT  ALL  OPERATING 
EXPENSES  AND  STORES  INVENTORY  ACTIVITY  IN  THE 
INTERNAL  SERVICE  FUND;  OR  CHANGE  THE  CLASSIFICA- 
TION  TO   THE   HIGHWAY    EARMARKED    REVENUE    FUND. 

Maintenance  Accounts   Receivable 

The  department  presently   records  maintenance  division  accounts 
receivable    in    an    internal    service    fund    with    the    stores    inventory. 
The    receivables     represent    amounts    due    from    motorists    who    have 


20 


damaged  highway  property.  The  repairs  are  performed  under  the 
direction  of  the  maintenance  division,  however,  and  should  therefore 
be  recorded  as  maintenance  division  receivables  in  the  Earmarked 
Revenue  Fund.  As  a  result,  accounts  receivable  are  overstated  by 
$460,158  in  the  stores  inventory  and  maintenance  accounts  receivable 
entity,  and  understated  by  the  same  amount  in  the  Earmarked 
Revenue  Fund  at  fiscal  year-end  1982.  The  allowance  for  doubtful 
accounts  is  also  misstated  by  $55,166  in  both  accounts  at  fiscal 
year-end   1982. 

RECOMIVIENDATION   #12 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  MAINTENANCE 
ACCOUNTS  RECEIVABLE  IN  THE  HIGHWAY  EARMARKED 
REVENUE    FUND. 

Revenue 

The  department  did  not  record  as  revenue  at  fiscal  year-end 
1981-82  costs  which  were  reimbursable.  This  understated  revenues 
and  receivables  in  the  Federal  and  Private  Revenue  Fund  by 
$4,117,341    at  fiscal   year-end   1982. 

RECOMMENDATION   tt13 

WE       RECOMMEND       THE       DEPARTMENT       PROPERLY       RECORD 

FEDERAL     ACCOUNTS     RECEIVABLE     AT     FISCAL     YEAR-END. 
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other  Adjustments 

The    following    errors    indicated    further    that    the    department   is 
not   performing   adequate   review  of  their  basic  financial   transactions: 


1  .  Nonbudgeted  withdrawals  were  improperly  reduced  by 
$12,000,000  when  the  stores  inventory  was  created.  The 
proper  entry  was  to  record  the  asset  and  increase  fund 
balance. 

2.  When  equipment  was  capitalized  in  the  various  highway 
revolving  accounts,  the  expenditures  were  reduced  in 
the  wrong  accounts  and  for  the  wrong  amounts.  The 
largest  transaction   was  for  $3,000,000. 

3.  In  abating  one  expenditure  for  $105,000  it  was  done 
twice   in   different  appropriations. 


RECOIVIIVIENDATION   #14 

WE    RECOMMEND    THE    DEPARTMENT    IMPROVE    ITS    REVIEW   OF 

INDIVIDUAL    FINANCIAL   TRANSACTIONS. 

RETIRED    EMPLOYEE    BENEFITS 

Retired  employees  may  elect  to  continue  their  insurance  cover- 
age under  the  state  health  insurance  plan  by  paying  the  full 
insurance  premium  each  month.  In  the  past  the  retired  employees 
made  these  self-payments  to  the  department.  The  department  then 
transmitted  the  self-payments  through  the  state  mail  ("deadhead") 
system  to  the  Department  of  Administration,  State  Personnel  Division. 
Self-payments  are  also  received  by  the  department  and  forwarded 
to  the  State  Personnel  Division  for  employees:  1)  in  a  leave-without- 
pay  status;  2)  receiving  workers'  compensation;  3)  corrections; 
and   4)   adding   dependents. 
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In  November  1982  department  officials  became  aware  of  the 
shortage  of  approximately  $430  in  cash  transmitted  through  the 
deadhead  mail  system.  In  order  to  improve  controls,  the  State 
Personnel  Division  issued  a  memo  to  all  agencies  requesting  the 
agencies  deposit  self-payments  and  transfer  collections  by  a  no- 
warrant  transfer  document,  eliminating  the  practice  of  sending 
money  through  the  deadhead  mail  system.  This  new  procedure 
reduced  the  number  of  persons  having  physical  access  to  the 
self-payments  and   reduces  the  chances  for  loss. 

The  Personnel  Division  could  enhance  the  efficiency  of  self- 
payments  if  retirees  dealt  directly  with  the  Personnel  Division. 
Self-payments  from  persons  other  than  retirees  will  still  require 
initial  receipt  and  processing  at  the  individual  departments  due  to 
the  temporary  nature  of  these  other  payments.  There  is  a  duplica- 
tion of  effort  when  the  departments  receive  and  record  these 
payments  and  then  send  the  information  to  the  Personnel  Division 
for  processing.  The  Personnel  Division  must  review  all  the  infor- 
mation to  ensure  it  is  correct.  The  individual  department  payroll 
clerks  have  other  duties  that  could  also  be  handled  by  the  Person- 
nel Division.  Currently  the  payroll  clerks  answer  questions  con- 
cerning income  taxes,  benefit  information,  charges,  and  claim 
processing  and  payments  from  the  retirees.  The  payroll  clerks 
often  contact  the  Personnel  Division  to  resolve  the  questions  and 
then  relay  the  information  back  to  the  retiree.  Department  of 
Highway  officials  explained  one  person  spent  approximately  two 
weeks  preparing  an  information  package  to  explain  the  insurance 
benefits.       This    package    was    distributed    to   400   highway    retirees. 
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all  field   business  managers,    and  field   payroll   personnel.      Employees 
of    the    Personnel    Division,     by    the    nature    of    their    job,     are   more 
experienced    and    knowledgeable   to   provide   benefit    information.       If 
retirees    remitted    self-payments   directly   to   the   Personnel    Division, 
the  record   processing  could   be  reduced. 

The  state  Personnel  Division  receives  self-payments  directly 
from  employees  of  the  Department  of  Administration.  These  pay- 
ments are  kept  in  an  unlocked  desk  drawer  and  deposited  once  a 
week.  Personnel  Division  officials  stated  there  were  occasions 
when  $1,000  to  $2,000  was  stored  in  the  drawer  for  more  than  a 
day  prior  to  being  deposited.  The  Personnel  Division  could  further 
improve  controls  for  self-payments  by  complying  with  state  policies 
for  safekeeping  facilities  and  deposit  requirements. 

RECOMMENDATION   #15 

WE     RECOMMEND     THE     DEPARTMENT     OF     ADMINISTRATION, 

PERSONNEL    DIVISION: 

A.  DEAL    DIRECTLY    WITH    RETIRED    EMPLOYEES   ON    INSUR- 
ANCE   BENEFITS. 

B.  COMPLY    WITH    STATE   POLICIES    FOR   SAFEKEEPING   AND 
DEPOSIT    REQUIREMENTS    FOR    CASH. 

COMPLIANCE 

The  department  has  not  established  policies  and  procedures 
that  comply  with  state  law  relating  to  the  matters  described  below. 
Both  of  these  items  were  discussed  in  our  audit  for  the  two  years 
ended  June  30,  1980.  Legislation  has  been  introduced  to  address 
the  two  topics  discussed   below. 
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24-Hour  Weigh   Station 

Section  60-2-302,  MCA,  requires  that  "the  department  shall 
establish  checking  stations  (weigh  stations)  at  convenient  points  on 
the  major  highways  entering  this  state  and  these  stations  shall  be 
kept  open  at  all  times."  The  GVW  (Gross  Vehicle  Weight)  Division 
received  a  net  increase  of  14  enforcement  officers  as  part  of  their 
1981-83  biennium  appropriation  which  enabled  the  department  to 
open  weigh  stations  for  longer  periods.  However,  border  stations 
are  not  open  24  hours  a  day  as   required   by   law. 

RECOMMENDATION   #16 

WE    RECOMMEND   THE    DEPARTMENT   OPERATE   WEIGH   STATIONS 
IN     COMPLIANCE     WITH    STATE     LAW    OR    SEEK     LEGISLATION 
TO   CHANGE   THE    LAW. 

Metropolitan   Transportation   Areas 

The  financial  district  laws  do  not  provide  for  fund  allocations 
to  metropolitan  transportation  areas.  Metropolitan  transportation 
areas  (MTAs)  are  areas  including  cities  and  the  surrounding  area 
with  a  total  population  of  50,000  or  greater.  Billings,  Great  Falls, 
and  Missoula  are  presently  the  only  MTAs  in  the  state.  The 
Federal  Highway  Administration  (FHWA)  recognizes  MTAs  and 
provides  funding  to  maintain  and  improve  transportation  within 
these  areas.  The  department  has  been  receiving  these  funds  since 
1974.  The  department  allocated  approximately  $213,683  and  $202,143 
in  federal  and  state  funds  to  MTAs  in  fiscal  years  1980-81  and 
1981-82,  respectively.  These  MTA  allocations  were  based  on  the 
financial   district   laws   pertaining   to  urban   areas. 
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Section  60-3-212,  MCA,  delegates  to  the  department  the 
authority  to  develop  allocation  formulas  between  legislative  sessions 
to  match  federal-aid  funds  not  specifically  enumerated  in  the 
financial  district  laws.  This  statute  states  that  "such  formulas 
shall  be  valid  only  until  approved,  modified,  or  rejected  by  the 
next  legislative  session."  Although  MTA  funds  have  been  received 
since  1974,  the  department  has  not  fulfilled  its  responsibility  to 
seek  legislative  direction  regarding  the  MTA  allocation  formula.  As 
a  result,  we  were  not  able  to  determine  if  funds  were  allocated 
according  to  legislative  intent. 

RECOMMENDATION   #17 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE 
LAW  BY  SEEKING  LEGISLATIVE  DIRECTION  FOR  METRO- 
POLITAN    TRANSPORTATION    AREA    FUNDING    ALLOCATIONS. 

FEDERAL   GRANT   COMPLIANCE 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
requirements  of  the  U.S.  Office  of  Management  and  Budget  (OMB), 
"Circular  A-102,  Attachment  P."  This  circular  provides  for  audits 
of  financial  operations,  including  compliance  with  provisions  of 
federal  laws  and  regulations.  We  reviewed  the  major  compliance 
areas  for  Highway  Research,  Planning,  and  Construction  (Federal 
Aid   Highway   Program). 

We  did  not  note  any  federal  compliance  problems  or  question 
any  costs  relating  to  the  department's  use  of  federal  funds  during 
fiscal  years  1980-81  and  1981-82.  All  tested  items  were  in  compli- 
ance   with    applicable    laws    and    regulations.       Nothing    came    to    our 
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attention    that   causes    us   to   believe   untested    items   are   not  in  com- 
pliance with  applicable  laws  and   regulations. 
INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  the  Department 
of  Highways  for  the  two  fiscal  years  ended  June  30,  1982.  We 
issued  our  opinion  dated  January  27,  1983,  on  these  statements. 
As  part  of  our  examination,  we  made  a  study  and  evaluation  of  the 
system  of  control  of  the  Department  of  Highways.  Our  study 
evaluated  the  system  as  required  by  generally  accepted  govern- 
mental auditing  standards  for  financial  and  compliance  audits.  We 
classified   the  controls   in   the  following   categories: 

1.  revenue/receipts; 

2.  operating  expenditures; 

3.  payroll; 

4.  accounts  payable/interfund   loans  payable; 

5.  accounts   receivable/interfund   loans   receivable; 

6.  plant,    property,    and  equipment; 

7.  inventory; 

8.  cash;    and 

9.  investments. 

Our  study  included  the  control  categories  listed  above.  Through 
our  study,  we  determined  the  nature,  timing,  and  extent  of  our 
auditing  procedures.  Our  review  of  accounts  receivable  internal 
controls  indicated  material  control  weakness;  therefore,  we  chose 
not  to  rely  on  accounts  receivable  controls.  We  performed  sub- 
stantive tests  rather  than  relying  on  the  controls  over  cash  and 
investments.      We   did    not    evaluate  the  control   system  to  the  extent 
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necessary   to   give   an   opinion   on    either    individual    segments   or   the 
system  as  a  whole. 

The  management  of  the  Department  of  Highways  is  responsible 
for  establishing  and  maintaining  a  system  of  accounting  control. 
In  fulfilling  this  responsibility,  estimates  and  judgments  by  manage- 
ment are  required  to  assess  the  expected  benefits  and  related 
costs  of  control  procedures.  The  objectives  of  a  system  are  to 
provide  management  with  reasonable  assurance  that:  1)  assets  are 
safeguarded  against  loss  from  unauthorized  use  or  disposition; 
2)  transactions  are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain  undetected. 
The  current  system  evaluation  should  not  be  used  to  project  to 
future  periods  since  the  procedures  may  become  inadequate  or 
compliance  with  them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used  by  the  department.  However,  our  study  disclosed 
conditions  that  could  result  in  financial  statement  errors  that  would 
be  difficult  to  detect.  These  conditions  relating  to  accounts  receiv- 
able and   inventories  are  discussed  on   pages   10  and   18. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  the  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  report  on  the  financial  state- 
ments dated  January  27,    1983. 
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The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  acceptance  by 
the  Legislative  Audit  Committee,  is  a  matter  of  public  record. 
PRIOR    AUDIT    RECOMMENDATIONS 

Our  last  financial/compliance  audit  of  the  Department  of 
Highways  for  the  two  fiscal  years  ended  June  30,  1980  contained 
29  recommendations.  The  department  concurred  with  23  and  did 
not  concur  with  2  of  the  recommendations.  The  department  agreed 
to  study  or  take  under  advisement  the  other  4  recommendations. 
They  have  implemented  or  partially  implemented  22  of  the  recommen- 
dations.     Two   recommendations   are   no   longer  applicable. 

Various  sections  of  the  report  address  applicable  recommenda- 
tions which  the  department  did  not  implement,  or  for  which  it  has 
not  taken  adequate  corrective  action.  Our  recent  performance 
audit  (July  1982)  of  the  Department  of  Highways  Preconstruction 
and  Construction  Activities  and  the  State  Motor  Pool  addressed 
prior  recommendations  applicable  to  these  activities.  This  report 
does  not  address  recommendations  made  in  the  July  1982  perfor- 
mance audits  of  the  department. 
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The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined   the  financial   statements  and    related   footnotes 
of  the  various  funds  and  account  groups  of  the  Montana   Department 
of    Highways    as    of,    and    for,    the   two   fiscal    years   ended    June  30, 
1982,     as    shown    on    pages   33   through    54.       Except   as    described    in 
the   third    paragraph,    our   examination    was  made  in   accordance  with 
generally  accepted  government  auditing   standards  and,    accordingly, 
included      such     tests     of     accounting     records     and     other     auditing 
procedures  as  we  considered   necessary  in  the  circumstances. 

The  department's  financial  statements  are  materially  different 
from  their  accounting  records  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS).  The  variances  between  the  financial 
statements  and  the  accounting  records  are  the  result  of  department 
adjustments  necessary  to  correct  errors  in  the  accounting  records 
and  present  the  financial  statements  in  accordance  with  generally 
accepted  accounting   principles. 

When  preparing  its  financial  statements,  the  department 
decreased  current  year  revenue  and  increased  prior  year  revenue 
in     the    Special     Revenue     Fund     by    $1,514,000    for    the    fiscal    year 
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ended  June  30,  1982  and  $164,000  for  fiscal  year  ended  June  30, 
1981.  In  addition,  the  department  transferred  prior  year  expendi- 
tures of  $38,000  within  Special  Revenue  Fund  accounting  entities 
for  the  fiscal  year  ended  June  30,  1982.  In  order  to  agree  beginning 
fund  balances  in  the  Special  Revenue  Fund  and  Internal  Service 
Fund  at  July  1,  1980  with  the  June  30,  1980  ending  fund  balances, 
department  adjustments  included  $7,000  in  the  Special  Revenue 
Fund  and  $2,200  in  the  Internal  Service  Fund  in  unexplained 
adjustments.  Each  of  these  adjustments  lack  specific  documentation 
to  support  the  adjustment  amounts. 

Beginning  in  the  fiscal  year  ended  June  30,  1982,  the  depart- 
ment accounted  for  stores  inventory  costs  in  the  Internal  Service 
Fund.  They  do  not  record  expenses  for  payroll,  administration, 
depreciation,  and  overhead.  Generally  accepted  accounting  prin- 
ciples require  that  Internal  Service  Funds  be  accounted  for  on  the 
accrual  basis  of  accounting,  recording  all  costs  associated  with  the 
service  operation.  The  measurement  focus  is  upon  determination  of 
net  income,  financial  position,  and  changes  in  financial  position. 
Because  the  stores  inventory  is  accounted  for  in  the  Internal 
Service  Fund  and  not  all  costs  are  recorded  as  required  by  gen- 
erally accepted  accounting  principles,  the  net  income  and  retained 
earnings  for  the  Internal  Service  Fund  are  overstated  for  the 
fiscal  year  ended  June  30,  1982.  Although  it  was  not  practical  to 
determine  the  amount  of  the  overstatement,    we  believe  it  is  material. 

In   our   opinion,    except   for   the   effect,    if   any,    as    might   have 
been  determined   to  be  necessary  had  we  been   able  to  apply  adequate 
auditing     procedures     to     the     adjustments     as     described     in     para- 
graph three,    and    except    for    the    effect    of    the    item    discussed    in 
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paragraph  four,  the  combined  financial  statements  referred  to  in 
the  first  paragraph  present  fairly  the  financial  position  of  the 
Montana  Department  of  Highways  as  of  June  30,  1982  and  the 
results  of  its  operations  and  the  changes  in  its  financial  position  of 
its  proprietary  fund  types  for  the  two  years  then  ended  in  accor- 
dance with  generally  accepted  accounting  principles  applied  on  a 
consistent  basis. 

Respectfully  submitted, 


January  27,    1983 

Approved: 

Robert   R.    Rin^^ood 
Legislative  Auditor 


James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 
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MOWTANA  DEPARTOENT  OF  HIQWRYS 

OOMBINEn  BAIANCE  SITEET  -  ALL  FUND  TYPES  AfJD  ACOXINT  GROUPS 

JUNE  30,   1982 


GOVErajMENmL 

FUND  PROPRIE-mRY     FIDUCIARY 

TYPE  FUND  TYPE        FUND  TYPE 


ACCOUNT  GROUPS 


General 

General 

Special 

Internal 

Trust  And 

Fixed 

Long -Term 

Revenue 

Service 

Agency 

Assets 

Debt 

ASSETS 

Cash 

Accounts  Receivable 

Allowance  for  Daubtful 

Accounts 
Inter-Fund  loan  Receivable 
Investments 
Prepayments 
fttount  Available  in 


S  54,099,107  S  3,120,702     $     628,864 


20,649,906 

21,685,732 
2,762,080 


2,925,645 
(75,166) 

1,684 


1,294 


1,708,801 


Sinking  Fund 

$     634,741 

Amount  to  be  Provided  to 

Retire  Long-Term  Debt 

5,330,259 

Inventories 

12,548,835 

Lard 

227,621 

S  1,188,881 

Buildirig 

21,763,237 

Equipment 

29,357,238 

4,281,467 

Accuir,ulatef3  Depreciation 

(13,095,537) 

Construction  Vfork  in 

Progress 

382,984 
$35,394,006 

2,090,222 
$29,323,807 

Ibtcd  Assets 

S  99,196,825 

S2j 

,338,959 

$5,965,000 

LIABILITIES  AND  FUND  EQUITY 

LIABILITIES: 

Accounts  Payable 

$15,297,476 

$1,819,356 

$ 

628,949 

Inter -Entity  LoaaT 

Payable 

19,098,250 

2,587,482 

Accountability  for 

Advances 

879,460 

Accrued  Liabilities 

465,980 

178,435 

Accountability  for  Property 

Held  in  Trust 

100 

1, 

,710,010 

Bonds  Payable 

$5,965,000 

Ibtai  Liabilities 

S  35,741,266 

$4,585,273 

$2, 

338,959 

S               -0- 

$5,965,000 

EtJND  EQUITY: 

Fbnd  Balance  $63,455,559 

Retained  Earnings 
Investment  in  General 
Fixed  Assets 


$30,808,733 


$29,323,807 


Tbtal   Fund  Equity         $63,455,559  $30,808,733     $ 


-0-  $29,323,807  $ 


-0- 


Ibtal  Liabilities 
&  Fund  Equity 


$99,196,825  $35,394,006  $2,338,959  $29,323,807  $5,965,000 


"Die  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 


DGZ:nr:235/Bl 
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MOOTANA  DEPAP^IHTr  OF  HIGHWAYS 

gjHBINED  STATEHEWT  OF  REVENUES,    EXPENDITURES,   AND  CHANGES   IN  FUND  BAIANCES 

ALL  QOVEPJOTEOTAL  FUND  TYPES 

TOR  THE  FISCAL  YEAR  ENDED  JUNE  30,    1982 


OOVERNMEOTAL  FUND  TYPES 


REVENUES 

Taxes 

Licenses  and  Permits 
Sale  of  DDcuments,  Merchandise 
and  Property 
Rental  Leases  and  Royadties 
Miscellaneous 
Income  Transfers 
Federal  Assistance 

Ibtal  Revenues 


General 

Special 
Revenue 

S 

16,235,666 
4,391,874 

S 

374,550 

137,394 

471,447 

58,408 

77,692,310 

$       -0- 

99,361,649 

EXPENDITURES 


General  Operations 
Construction 
Maintenance 
Precons  true  t  ion 
Equipment  Bureau 
Capitcd  Outlay 

Ibtal  Expenditures 


-0- 


S     6,163,924 

84,339,534 

34,378,238 

10,526,180 

2,395,348 

452,649 

S138,255,873 


Excess  of  Revenues  over 
(under)  Expenditures 


S(38,894,224) 


OIWER  FINANCING  SOURCES  (USES) 

Prior  Year  Expenditure 

Prior  Year  Revenue 

Support  From  (It))  General  Fund 

Transfers  Out 

Cash  Transfers  In 

Merdiandise  Inventory 

Ibtal  Other  Financing 
Sources  (Uses) 

Excess  of  Revenues  over 
(under)  Expenditures 
and  Other  Uses 

f\ind  Balance  July  1,  1981 

fVind  Balance  June  30,  1982 


$  22,000,000 
(22,000,000) 


-0- 


-0- 


TJie  notes  to  the  financial  statenient  are  cin  integral  part 
of  this  statement. 
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S     1,199,621 
1,078,564 

(13,315,105) 

69,781,859 

(10,598,109) 


S  48,146,830 


-0-       S     9,252,606 
-0-  54,202,953 


S  63,455,559 
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MCWTRNA  DEPARJWErrr  OF  HIQiWAYS 
OOMBINED  STkTEHOrT  OF  REVENUES,   EXPENDITURES  AND  CHANGES  IN  FOND  BMANCE 

BUDGET  AND  ACTUAL 
GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 
FDR  TOE  FISCAL  YEAR  ENDED  JUNE  30,    1982 


REVENUES 

Taxes 

Licenses  s  Permits 

Sale  of  DDCuments, 

Merchandise  &  Prx^jerty 
Rental  Lease  & 

Royalties 
Miscellaneous 
Inoome  Transfers 
Federal  Assistance 


Tbtal  Revenues 


(33ffiRAL  FUND 


Budget 


Vanance- 
F^vorable 
Actual  ( Unfavorable ) 


SPECIAL  REVENUE  FUNDS 

Variance- 


Budget 


Actual 


Favorable 
(Unfavorable) 


-0-  S 


-0-  S 


S  18,fi60,000  S  16,235,666  S  (2,424,334) 
4,500,non    4,391,874     (108,126) 


193,050 

59,000 

1,232,000 

10,000 

98,030,632 


374,550 


181,500 


137,394  78,394 

471,447  (760,553) 

58,408  48,408 

78,007,310  (20,023,322) 


-0-  S122,684,682  $  99,676,649  $(23,008,033) 


EXPENDITURES 


General  Operations 

S     8,166,807  $     7,392,610 

$       774,197 

Construction 

122,036,717       84,339,926 

37,696,791 

Maintenance 

36,552,086       34,387,496 

2,164,590 

Preconstruction 

13,586,181       10,526,180 

3,060,001 

Highway  Service 

Revolving 

82,237 

82,237 

Equipment  Bureau 

2,961,000         2,710,348 

250,652 

Capital  Outlay 

570,072             452,649 
$183,955,100  $139,809,209 

117,423 

Tbtal  Expenditures 

$                -0-  $                -0-  S 

_  -0- 

$44,145,891 

Excess  of  Revenues 

over  (under) 

Experriitures 

$                -0-  $                -0-  S 

-0- 

S(61,270,418)S(40,132,560) 

$21,137,858 

OIHER  FINANCING  SOURCES 

(USES) 

Prior  Yr.   Expenditure 

S     1,199,621  S     1,199,621 

S               -0- 

Prior  Yr.  Revenue 

1,078,564         1,078,564 

-0- 

Support  from   (to) 

General  Fund 

$22,000,000     $22,000,000  $ 

-0- 

Transfers  Out 

(22,000,000)    (22,000,000) 

-0- 

(13,315,105)    (13,315,105) 

-0- 

Cash  Transfers  In 

69,781,859       69,781,859 

-0- 

Merctiandise   Inventory 

(10,598,109)    (10,598,109) 

-0- 

Ibtal  Other 

Financing 

Sources   (Uses) 

1   $              -0-  $                -0-  s 

-0- 

S  48,146,830  $  48,146,830 

$              -0- 

Excess  of  Revenues  over 
(under)  Expenditures 
and  Other  Uses 

FUnd  Balance  July  1, 
1981 

Rjnd  Balance  June  30,  S 
1982 


-0-  S 


$(13,123,588)$     8,014,270     $21,137,858 

54,202,953       54,202,953       -0- 

-0-  S  -0-  S  41,079,365  $  62,217,223     $21,137,858 


Ihe  notes  to  the  financi^d  statements  are  an  integral  part  of  this  statenent. 
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MOWTANR  DEPAI?ITOJ7r  OF  tllQjWAYS 

OOHBINED  STATEyiEWr  OF  REVENUES,   EXPPJSES,   AND  CHANnES   IN  RETAINED  EftRNINGS 

ALL  PROPRIETARY  FUND  TYPES 

POR  THETiSCAL  YEAR  ENDED  JUNE^O,   1982 


PROPRIETARY  FUND  TYPE 
Internal  Service 

(DERATING  REVEHUE 

Sale  of  Dacuments,  MerchanrJise 

and  Property  S         25,627 

Miscellaneous  312,124 

Service  Fees  20,217,113 

Reimbursements  463,444 

Ibtal  Operating  Revenues  $21,018,308 

OPERATING  EXPENSES 

Salaries  and  Benefits  S  4,638,286 

Cpierating  Expenses  16,315,144 

Itepreciation  1,537,934 

loss  on  Sale  of  Equipment  14,294 

Bad  Debt  Expense  120,488 

Lana  873 

Other  (258) 

Tbtal  Operating  Expenses  $22,626,761 

C^rating  Incone  $(1,608,453) 

NON-OPERATING  REVENUES    (EXPENSES) 

Prior  Year  Revenue  S               (35) 

Prior  Year  Expense  14,542 

equipment  3,529,492 

Merchandise  Inventory  11,276,173 

Construction  Vtork-in-Progress  172,820 

Ibtal  Non-Operating  Revenue 

(Expenditures)  $14,992,992 

Net  Incxine  13,184,539 

Retained  Earnings  July  1,    1981  17,424,194 

Retained  Earnings  June  30,    1982  $30,808,733 


The  notes  to  tJie  financial  BtatoPientn  are  .in  inteqml  |«rt  of  this 
statement. 
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MCTffANA  DEPARTTIEhJT  OF  HlfaWRYS 

0CW3INED  STATEMCTrr  OF  OWIGES   IM  FINANCIAL  POSITION 

ALL  PROPRIETARY  FU>JD  TYPES 

fPR  THE  FISCAL  YEAR  ENDED  JUNE  30,   1982 


PROPRIETARY  FUND  TYPE 
Internal  Service 


SOURCES  OF  W^RKI^^G  CAPITAL 

Operations : 

Operating  Incone  (Idss) 

Items  Not  Requiring   (Prw^iding) 
Wbrkirq  Capital: 

Depreciation 

toss  on  Sale  of  Equipment 

Working  Capital  Provicied  by  Operations 

Prior  Year  Revenue 
Prior  Year  Expense 
Merchandise  Inventory 

Tbtal  Sources  of  Working  Capital 


$(1,608,453) 


1,537,934 
4,626 
$       (65,893) 

39,923 

22,793 

11,258,955 

$11,255,778 


USES  OF  W3RKING  CAPITAL 
Elquipment 

Tbtal  Uses  of  Wbrking  Capital 


$  1,105,173 
1,105,173 


Net  Increase  (Decrease)  in  Working  Capital  $10,150,605 


ELEMEOTS  OF  NCT  INCREASE  (DECREASE) 
IN  WORKING  CAPITA!. 


Cash 

Accounts  Receivable 
Merchandise  Inventory 
Accounts  Payeible 
loans  Payable 
Expense  Advances 
Other  Prepayments 


S       831,943 

2,595,319 

11,258,945 

(2,553,051) 

(1,984,235) 

525 

1,159 


Net  Increase  (Decrease)  in  working  Capital     $10,150,605 


The  notes  to  the  financial  statements  are  an  integral  part 
of  this  statement. 
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MOWIANA  DEPAKmEm'  OF  HIGHWAYS 
COMBINED  STATEMEWT  OF  REVENUES,  EXPENDITURES  AND  CHANGES  IN  FUND  RAIANCE 

BUDGET  AND  ACTUAL 

SPECIAL  REVENUE  FUND  TYPES 

FDR  TOE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


REVENUES 

Taxes 

Licenses  &  Permits 

Sale  of  Documents, 

Merchandise  &  Property 
Rental  liease  &  Royalties 
Miscellaneous 
Inoone  Transfers 
Federal  Assistance 

Ibtcil  Revenues 


VARIANCE- 

FAWRABLE 

BODCirr 

ACTUAL 

(UNFAVORABLE) 

S     17,294,486 

$  16,092,681 

S   (1,201,805) 

2,976,480 

3,282,718 

306,238 

108,575 

665,708 

557,133 

52,000 

58,840 

6,840 

1,668,930 

1,230,484 

(438,446) 

5,000 

8,557 

3,557 

126,491,454 

126,695,534 

204,080 

S  148,596,925 

$148,034,522 

S       (562,403) 

EXPENDITURES 


General  Operations 
Construction 
Maintenance 
Travel  Pronotion 
Preconstruction 
Equipment  Bureau 
Capital  Outlay 

Tbtal  Expenditures 


8,219,673 

163,078,481 

31,021,214 

616,164 

16,313,457 

1,580,700 

569,380 


$  7,634,502 

138,500,495 

30,650,339 

608,882 

11,382,285 

1,552,858 

350,000 


$    585,171 

24,577,986 

370,875 

7,282 

4,931,172 

27,842 

219,380 


$  221,399,069    $190,679,361    $  30,719,708 


Excess  of  Revenues  <7ver 
(under)  Expenditures 


$  (72,802,144)   $(42,644,839)   S  30,157,305 


OIHER  FINANCING  SOURCES 


Prior  Year  Expenditure 

$           599,365 

S         599,365         S 

-0' 

Prior  Year  Revenue 

2,756,673 

2,756,673 

-0 

Transfers  Out 

(17,670,457) 

(17,670,457) 

-0- 

Transfers  In 

47,915,096 

47,915,096 

-0- 

Inventory 

(2,954,102) 

(2,954,102) 

-O' 

Inter-Entity  Loans 

(146,601) 

(146,601) 

-0- 

Tbtal  Other 
Financing  Sources 

S     30,499,974 

S  30,499,974 

$                 -0- 

Excess  of  Revenues  over 
(under)  Expenditures  and 
Other  Uses 

S  (42,302,170) 

$(12,144,865) 

S  30,157,305 

Rjnd  Eialance  June  30  ,    1980 
Adjustments 

66,353,536 
(5,719) 

66,353,536 
(5,719) 
66,347,817 

-0- 
-0- 

Fund  Balance  July  1  ,    1080 

66,347,817 

-6- 

FUnd  Bnlana;  June  10,    1981 

$     24,045,647 

$  54,202,952 

$  30,157,305 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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HOWTANA  DEPARTWan'  OF  HIOiViRYS 

CDMBINED  STATEMEOT  OF  REVEMllES,  EXPENSES  &  OlANGES  IN  RETAINED  EARNINGS 

ALL  PRCPP.IFTARY  FUND  TYPES 

fOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


PRDPRIFTTARY  HIND  TYPE 


OPERATING  REVENUE 


Internal  Service 


Sale  of  tocuments,   Mercharriise 

and  Property  S           13,469 

Miscellaneous  191,915 

Service  Fees  10,133,671 

Ibtal  Operating  Revenues  S  10,339,055 


OPERATING  EXPENSES 

Salaries  arel  Benefits  S     4,094,904 

C^erating  Expenses  5,774,720 

Itepreciation  1,470,256 

loss  on  Sale  of  Equiianent  24,760 

Ibtal  Operating  Expereses  S  11,364,640 

Operating  Income  S  (1,025,585) 

NON-OPERATING  REVENUES    (EXPENSES) 

Prior  Year  Revenue  S         312,763 

Prior  Year  Expenditure  (23,354) 

Construction  Work-in-Progress  78,339 

Eijuipnent  2,872,565 

Inventory  120,467 

Ibtal  Non-Operating  Revenues 

(Expenses)  S     3,360,780 

Net  Incane  2,335,195 

Retained  Earnings  June  30,  1980                             15,332,199 

Adjustments  (243,200) 

Retained  Earnings  July  1  ,  1080                              15,088,999 

Retained  Earnings  June  30  ,    I'^BI  $  17,424,194 


TJie  notes  to  the  financiad  statements  are  an  integral  part  of  this 
statement. 
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MDOTAflA  DEPARITIEOT  OF  HIQ^V^^AYS 

OOMBINED  STATEMEITT  OF  CHANGES   IN  FINANCIAL  POSITION 

arX  HKJPRIWARY  RIND  T^PEg 

TOR  THE  FISCAL  YEAR  ENDED  JUNE   30,    1981 


SOUl^CES  OF  WORKING  CAPITAL 

Operations: 

Operating  Income  (loss) 

Items  Not  Requiring   (Providing) 
Vtorl^ing  Capital: 
Depreciation 

Wbrking  Capital  Provided 
by  Operations 

Prior  Year  Revenue 
Supplies  Inventory 
Tbtal  Sources  of  Worlcing  Capital 


PROPRIETARY  FUND  TYPE 
Internal  Service 


S   (1,025,585) 


1,470,256 


444,671 

312,763 
120,467 
877,901 


USES  OF  WORKING  CAPITAL 

Prior  Year  Expense 
Hquiprent 

Tbtal  Uses  of  Wbrking  Capital 

Net  Increase  (Decrease)  in  Viorking  Capital 

ELEMENTS  OF  NET  INCREASE 
(DECREASE)  IN  VJORKING  CAPITAL 

Cash 

Accounts  Receivable 
Merchandise  Inventory 
Accounts  Payable 
loans  Payable 

Net  Increase  (Decrease)   in  Working  Capital 


23,353 
397,740 

421,093 

456,808 


(463,422) 

(140,007) 

90,250 

128,291 

841,696 

456,808 


Ihe  notes  to  the  financial  statements  are  an  integral 
part  of  this  statement. 
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MONTANA  DEPARTMENT  OF  HIGHWAYS 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
JUNE  30,  1982 

1 .  Summary  of  Significant  Accounting  Policies. 

The  Department  of  Highways  operates  under  a  director  appointed  by  the 
Governor  and  consists  of  the  following  programs  during  the  audit  period: 
General  Operations,  Construction,  Maintenance,  Travel  Promotion,  Precon- 
struction.  Highway  Service  Revolving,  State  Motor  Pool,  Equipment,  Capital 
Outlay  and  Stores  Inventory  -  Maintenance  Accounts  Receivable.  Effective 
July  1,  1982,  the  Travel  Promotion  Program  and  Rail  Planning  Unit  were 
transferred  to  the  Department  of  Commerce. 

Effective  July  1,  1981,  the  Stores  Inventory  Program  began  and  effective 
July  1,  1980,  the  Highway  Service  Revolving  Program  began. 

A.  Basis  of  Presentation  -  The  accompanying  financial  statements  were  pre- 
pared from  the  Statewide  Budgeting  and  Accounting  System  (SBAS).  The 
Department  adjusted  the  accompanying  statements  for  all  material  mis- 
statements noted. 

The  accounts  of  the  Department  of  Highways  are  organized  on  the  basis 
of  funds,  each  of  which  is  considered  a  separate  accounting  entity. 
The  operations  of  each  fund  are  accounted  for  with  a  separate  set  of 
self-balancing  accounts  that  comprise  its  assets,  liabilities,  equi-  . 
ties,  revenues  and  expenditures. 

The  Department  reports  its  financial  activity  in  accordance  with  gen- 
erally accepted  accounting  principles  as  prescribed  by  (1)  Audits  of 
State  and  Local  Governmental  Units  (ASLGU)  by  the  American  Institute  of 
Certified  Public  Accountants,  and  (2)  Statement  1,  Governmental 
Accounting,  and  Financial  Reporting  (GAAFR)  by  the  National  Council  on 
Governmental  Accounting. 

B.  Fund  Structure  -  The  State  of  Montana's  accounts  are  organized  by  a 
fund  structure  as  outlined  in  Section  17-2-102,  MCA.  For  financial 
presentation,  these  funds  have  been  reclassified  according  to  the 
National  Council  on  Governmental  Accounting  (NCGA),  Governmental 
Accounting  and  Financial  Reporting  Principles  Statement  1. 

The  following  fund  types  were  used  for  financial  statement  presen- 
tations with  notations  on  the  incorporation  of  the  existing  Montana 
fund  structure: 

(1)  Governmental  Funds  -  those  through  which  most  government  functions 
typically  are  financed : 
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General  Fund  -  to  account  for  all  financial  resources  excent  those 
to  be  accounted  for  in  another  fund  (legislative  appropriation 
requi  red) . 

Special  Revenue  Funds  -  These  are  used  to  account  for  the  proceeds 
of  specific  revenue  sources  that  are  legally  restricted  to  expend- 
itures for  specified  purposes.  Special  revenue  funds  include  the 
Highway  Earmarked  Revenue  Fund  (legislative  appropriation  re- 
quired), the  Coal  Area  Earmarked  Revenue  Fund  (legislative  appro- 
priation required),  the  Reconstruction  Trust  Fund  (legislative 
appropriation  required),  and  the  Federal  and  Private  Revenue  Fund 
(legislative  appropriation  required). 

a)  Highway  Earmarked  Revenue  Fund  -  Accounts  for  various  Depart- 
ment activities  financed  primarily  from  state  motor  fuel 
taxes.  The  activities  include  highway  maintenance,  depart- 
ment administration,  and  the  State's  share  of  highway  con- 
struction costs. 

Fees  from  the  sale  of  outdoor  sign  permits  are   transferred  to 
the  Highway  Earmarked  Revenue  Fund.  For  financial  statement 
purposes,  the  balance  sheet  accounts  for  the  Outdoor  Adver- 
tising Sign  Control  are  included  in  the  Highway  Earmarked 
Revenue  Fund. 

Fifty  percent  of  the  amount  derived  from  any  and  all  sales, 
bonuses,  royalties  and  rentals  involving  Federal  land  in 
Montana  and  oaid  into  the  U.S.  Treasury  is  paid  to  the  State 
of  Montana  by  the  U.S.  Government.  MCA  Section  17-3-201,  as 
amended,  provides  for  distribution  of  these  monies.  The 
Department  of  Highways  receives  37V2X  of  the  total  of  the 
amount  paid  to  the  state. 

b)  Coal  Area  Earmarked  Revenue  Fund  -  An  earmarked  revenue  fund 
to  account  for  the  receipt  and  expenditure  of  coal  taxes 
allocated  for  the  improvement  of  deficient  highway  sections 
in  the  eastern  Montana  coal  field  economic  growth  center. 

c)  Reconstruction  Trust  Fund  -  Accounts  for  the  reconstruction 
of  highways  on  the  Primary  and  Secondary  systems.  Funds  are 
expended  on  reconstruction  projects  to  straighten,  widen  or 
make  major  improvements  to  the  basis  of  the  highway  or  make 
major  improvements  in  grades  or  curves,  and  not  on  routine 
repairs. 

d)  Federal  and  Private  Revenue  Fund  -  Accounts  for  receipts  and 
expenditures  of  federal  monies  designated  for  highway 
construction  projects. 
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(2)  Proprietary  Funds: 

Internal  Service  Funds  -  Internal  service  funds  are   used  to 
account  for  the  financing  of  goods  or  services  provided  by  one 
department  or  agency  to  other  departments  or  agencies  of  the 
governmental  unit,  or  to  other  governmental  units,  on  a  cost- 
reimbursement  basis.  At  the  Department  of  Highways,  the  internal 
service  funds  are  the  Motor  Pool  Revolving  Fund,  the  Highway 
Service  Revolving  Fund,  The  Equipment  Rureau  Revolving  Fund,  and 
the  Stores  Inventory  -  Maintenance  Accounts  Receivable  Revolving 
Fund  (all  require  legislative  appropriation). 

a)  Motor  Pool  Revolving  Fund  -  An  internal  service  fund  to 
account  for  the  financial  activities  of  the  State  motor  oool . 
The  motor  pool  operates  a  fleet  of  passenger  type  vehicles 
available  for  rental  by  all  state  agencies  based  in  Helena. 

b)  Highway  Service  Revolving  Fund  -  An  internal  service  fund  to 
account  for  the  financial  activities  of  five  support  services 
such  as,  data  processing,  printing,  photography,  airplane  and 
material  testing,  common  to  all  divisions. 

c)  Equipment  Bureau  Revolving  Fund  -  An  internal  service  fund  to 
account  for  the  financial  activities  of  the  Department's 
Equipment  Bureau.  The  Bureau  is  responsible  for  purchasing 
and  maintaining  equipment  and  vehicles  owned  and  used  by  the 
Department  throughout  the  State. 

d)  Stores  Inventory  -  Maintenance  Accounts  Receivable  Revolving 
Fund  -  An  internal  service  fund  to  account  for  the  financial 
activity  of  the  Department's  inventory  and  Maintenance 
Accounts  Receivable.  Stores  Inventory's  purpose  is  to 
purchase,  maintain  and  issue  inventory  used  by  the  Department 
throughout  the  State.  Maintenance  Accounts  Receivable' s  pur- 
pose is  to  accumulate  all  charges  as  work  or  materials  are 
being  expended  on  a  project  for  other  governmental  agencies 
or  caused  by  the  traveling  public  on  a  reimbursable  basis. 

(3)  Fiduciary  Funds  -  Trust  and  agency  funds  account  for  assets  held 
by  a  governmental  unit  in  a  trustee  capacity  or  as  an   agent  for 
individuals,  private  organizations,  other  governmental  units, 
and/or  other  funds.  These  include  (a)  Expendable  Trust  Funds, 
(b)  Nonexpendable  Trust  Funds,  (c)  Pension  Trust  Funds,  and 
(d)  Agency  Funds.  The  Department's  Fiduciary  funds  are  classi- 
fied as  agency  funds. 

a)   GVW  Agency  Fund  -  To  hold  fees  collected  for  gross  vehicle 
weight  permits  and  licenses  for  later  distribution  to  the 
appropriate  counties  and  state  agency  funds. 
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b)   Woodville  Highway  Replacement  Agency  Fund  -  To  account  for 
the  proceeds  and  interest  earned  on  the  sale  of  a  section  of 
highway  to  the  Anaconda  Company.  The  Department  is  holding 
these  monies  in  trust  with  the  intent  that  they  be  used  to 
improve  Butte-Silver  Bow  area  roadways. 

(4)  Account  Groups: 

General  Fixed  Assets  Account  Group  -  This  account  group 
reflects  the  historical  cost  of  fixed  assets  acquired  from 
all  funds  other  than  proprietary  funds. 

Fixed  asset  purchases  by  the  Earmarked  Revenue  Fund  are 
recorded  as  expenditures  at  the  time  of  purchase,  and  these 
items  are  capitalized  in  the  State's  Property  Accountability 
Management  System  as  general  fixed  assets.  No  depreciation 
is  recorded  on  general  fixed  assets. 

General  Long-Term  Debt  Account  Group  -  This  account  group 
accounts  for  the  unmatured  principal  of  general  long-term 
debt  relating  to  the  Highway  Department  Building  Complex. 
Specific  liabilities  of  the  revolving  funds  or  agency  funds 
are  not  reflected  in  this  account  group. 

C.   Basis  of  Accounting  -  The  Department  of  Highways  utilizes  the  modified 
accrual  basis  of  accounting  for  the  Highway  Earmarked  Revenue  Fund,  the 
Coal  Area  Earmarked  Revenue  Fund,  the  Highway  Reconstruction  Trust 
Fund,  the  Federal  and  Private  Revenue  Fund  and  the  GVW  and  Woodville 
Highway  Replacement  Agency  Fund. 

Under  the  modified  accrual  basis  of  accounting,  expenditures  are 
recorded  on  the  basis  of  valid  obligations.  Revenues  are  recorded  when 
received  in  cash  unless  susceptible  to  accrual.  Revenues  are  suscep- 
tible to  accrual  if  (1)  they  are  measurable  and  available  to  finance 
expenditures  of  the  fiscal  period  or  (2)  are  material  in  amount  and 
are  not  received  at  the  normal  time  of  receipt.  Expenditures  are 
recognized  when  the  related  liability  is  incurred  except: 

1)  systems  development  inter-  or  intra-agency  service  agreements 
may  be  accrued  at  the  end  of  the  fiscal  year  in  which 
created; 

2)  equipment  expenditures  may  be  charged  against  the  fiscal  year 
in  which  budgeted; 

3)  interest  on  long-term  debt  is  recorded  when  due;  and 

4)  obligations  for  employees'  vested  annual  ''ea^e   and  sick  leave 
are  recorded  as  expenditures  when  paid. 


The  Department  utilizes  the  accrual  basis  of  accounting  for 
the  Motor  Pool,  Highway  Service,  Equipnent  Rureau  and  Stores 
Inventory  Revolving  Funds.  Revenues  are  recognized  in  the 
accounting  period  in  which  they  are  earned  and  become 
measurable;  expenses  are  recognized  in  the  period  incurred 
(if  measurable) . 

D.  Budget  Policies  -  The  Department  utilizes  a  fixed  annual  basis  of 
budgeting.  Under  the  fixed  annual  nethod,  appropriations  of  specific 
dollar  amounts  are  set  for  each  fiscal  year  of  a  biennium  by  the 
legislature.  Appropriations  control  the  Department's  financial  opera- 
tions during  each  fiscal  year.  At  the  end  of  each  year,  the 
Department's  Earmarked  Revenue  Fund,  Coal  Area  Earmarked  Revenue  Fund, 
Reconstruction  Trust  Fund,  Federal  and  Private  Revenue  Fund,  and 
Revolving  Fund  appropriations  revert  to  the  fund  of  original 
appropriation.  The  reverted  appropriation  may  be  used  in  the  sub- 
sequent year  as  authorization  for  valid  prior  year  obligations. 

Budget  amendments  represent  the  authorization  to  spend  funds  not 
available  for  consideration  by  the  legislature  but  available  from  other 
sources  other  than  the  general  fund  or  federal  revenue  sharing  monies. 
They  are  subject  to  approval  of  the  Governor. 

Budget  amounts  on  the  financial  statements  represent  final  budgets 
after  all  amendments.  The  1981  Legislature  restricted  the  use  of 
budget  amendments  in  the  Earmarked  Revenue  Fund.  Earmarked  Revenue 
Fund  budget  amendments  may  only  be  approved  if  an  emergency  justifies 
the  expenditure. 

The  Department's  appropriations  are  allocated  by  the  following 
programs: 

Fiscal  Year  1981  Fiscal  Year  1982 

T)  General  Operations  Tl  General  Operations 

2)  Construction  2)  Construction 

3)  Maintenance  3)  Maintenance 

4)  Travel  Promotion  5)  Preconstruction 

5)  Preconstruction  6)  Highway  Service 

6)  Highway  Service  7)  Motor  Pool 

7)  Motor  Pool  8)  Equipment  Bureau 

8)  Equipment  Bureau  11)  Capital  Outlay 

11)  Capital  Outlay         12)  Stores  Inventory  -  Maintenance 

Accounts  Receivable 

E.  Encumbrances  -  Encumbrances  accounting  is  utilized  by  the  Department  as 
a  management  budgetary  control  technique.  This  accounting  technique 
reflects  expenditures  for  purchase  orders,  contracts,  and  other  commit- 
ments for  goods  and  services  in  the  period  when  the  commitment  is  made 
as  opposed  to  the  period  when  the  product  is  received  and  payment  is 
rendered.  At  year-end,  in  accordance  with  state  policy,  major 
qualifying  encumbrances  are  reclassified  as  payables  and  charged  to 
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expenditures.     This  technique  is  not  in  accordance  v/ith  generally 
accepted  accounting  principles   (GAAP)    (See  Note  IF). 

F.  Budget  Basis  -  The  Department's  annual    budget  is  prepared  principally 
on  the  same  basis  as  the  accounting  for  each  fund  type.     The  budget 
basis  differs  from  GAAP  for  encumbrances  outstanding  at  year-end,  and 
fixed  assets  and   inventories  purchased   in  proprietary  type  funds. 
Encumbrances  outstanding  do  not  constitute  expenditures  or  liabilities 
in  accordance  with  generally  accepted  accounting  principles.     To  comply 
with  GAAP,   fixed  assets  in  proprietary  type  funds  should  be  recognized 
as  an  expense  through  depreciation,  rather  than  expensing  at  the  time 
of  purchase. 

Inventories  should  be  recognized  as  an  expense  when  consumed  rather 
than  expensing  at  the  time  of  purchase  in  proprietary  type  funds. 

G.  Investments  -  As  of  June  30,   1982,   the  Woodville  Highway  Replacement 
hund  had  1,712  units  of  short-term  investment  pool    for  a  total    invest- 
ment of  $1,708,801.     Market  value  was  $1,S58,999  at  June  30,   1982. 

H.       Inventories  -  The  Department  maintains  a  revolving  fund  stores  program 
to  properly  reflect  cost  of  operation  for  the  stores   inventory 
function.     The  inventories  of  materials  and  supplies  are  stated  at 
weighted  average  cost. 

All    funds  use  the  "consumption  method"  where  inventories  are  recorded 
as  expenditures  when  used. 

The  Stores  Revolving  Fund  utilizes  the  periodic   inventory  procedure. 

I.       Fixed  Assets  and  Depreciation  -  The  Department's  general    fixed  assets 
are  accounted  for  in  the  General   Fixed  Assets  Account  Group.     No  depre- 
ciation is  recorded  on  general    fixed  assets.     Fixed  asset  valuation  is 
stated  at  actual    or  estimated  historical    cost,  or  for  donations,   fair 
market  value  at  the  time  of  receipt.     Interest  during  construction  is 
not  capitalized.     Also,   infrastructure  general    fixed  assets  such  as 
highways,  bridges,  curbs  and  gutters  and   similar  assets  are  not 
capitalized. 

Vehicles  and  equipment  in  the  Internal  Service  Fund  are  depreciated  en 
a  straight  line  basis  according  to  the  estimated  normal  life  in  miles, 
hours  or  years. 

J.       Vacation  and  Sick  Leave  -  Accumulated  unpaid  liabilities  for  vacation 
and  sick  leave  are  not  reflected  in  the  financial    statements  of  the 
Department  of  Highways.     The  Department's  employees  accrue  vacation  and 
sick  leave  in  accordance  with  state  law.     Annual    leave  and   sick  leave 
costs  are  not  recorded  as  expenditures  until    leave  is  taken.      In  the 
event  of  termination,  employees  receive  payment  for  100%  of  unused 
vacation  leave  and  25%  of  unused  sick  leave  (only  sick  leave  earned 
after  7-1-71). 
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The  Department  did  not  maintain  records  indicating  the  accumulated 
vacation  and  sick  leave  monetary  liability  at  June  30,   1931.     It  was 
not  calculated  until    an  employee  terminated  and  is  not  readily 
determinable.     The  Department's  estimated  liability  for  accumulated 
vacation  and  sick  leave  was  approximately  $3,798,316  and  $1,903,814, 
respectively  for  fiscal  year  ending  June  30,   1982.     Because  the 
Department's  records  are  based  on  pay-period  ending  and  not  fiscal -year 
ending  the  liability  was  as  of  July  9,   1982. 

2.     Long-Term  Debt 

The  Department  occupied  its  building  in  1978.     The  building  asset  and  long- 
term  debt  is  accounted  for  by  the  Department  and   included  in  the  Depart- 
ment's financial    statements.     The  Highway  Complex  Building  bonds  are  secured 
by  gas  tax  revenues  and  are  a  responsibility  of  the  Department.     However, 
investment  earnings  and  transfers  appear  in  the  debt  service  fund  in  the 
Department  of  Administration's  financial    records.     The  Department's  long- 
term  debt  is  comprised  of  the  following  Highway  Building  Complex  bonds: 

Issued  April,   1976,   $7,400,000,   due  in  April,   1996.      Interest  is  at 
rates  varying  from  4.10%  to  6.10%.     Annual    payments  range  from  $205,000 
to  $600,000.     Outstanding  at  June  30,   1981  and  1982,  $6,240,000  and 
$5,965,000,   respectively. 

State  law  requires  the  sinking  funds  for  the  Highway  Building  Complex  bonds 
maintain  a  pledged  tax   reserve.     The  reserves,   after  each  principal    and 
interest  payment,  are  required  to  be  at  least  equal    to  the  maximum  amount  of 
principal    and  interest  which  will   come  due  in  any  subsequent  fiscal  year  on 
all   such  bonds  then  outstanding. 

State  law  provides  that  for  the  General   Obligation  Highway  Bonds,   no  addi- 
tional   bonds  may  be  issued  unless  the  maximum  amount  of  princioal    and  inter- 
est to  become  due  in  any  subsequent  fiscal   year  on  all    such  bonds,   including 
the  new  issue,  does  not  exceed  25%  of  the  amount  of  pledged  taxes  collected 
during  the  preceding   fiscal  year.     As  of  June  30,   1982,   there  was  $5,965,000 
of  outstanding  bonds.     The  maximum  annual    amount  of  principal    and  interest 
is  $630,000  due  in  1996.     Twenty-five  percent  of  the  pledged  taxes  collected 
during  Fiscal    Year  1983  was  $9,208,842. 

Changes  in  Long-Term  Debt 

Changes  in  long-term  debt  during  fiscal  years  1981  and  1982  were  as   follows: 

Outstanding         Outstanding         Outstanding 
Issue  6-30-80   Redeemed    6-30-81   Redeemed    6-30-82 

Highway  General  $6,500,000     $260,000     $6,240,000     $275,000     $5,965,000 

Obligation 
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3.  Retirement  Plan 

The  Department's  employees  are  covered  by  the  Public  Employee's  Retirement 
System   (PERS).     Under  the   system,  contribution   rates  based   on  gross  wages 
were  6%  for  employees   and  6.2%  for  the  Department  during  Fiscal    Year  1981. 
The  rates  were  6X  for  employees  and  6.32%  for  the  Department  during  Fiscal 
Year  1982.     The  Department's  contribution  to  the  plan   was  $2,096,581   and 
$2,214,768  for  the  fiscal  year  ending  June  30,   1981  and  1982,   respectively. 

At  June  30,   1982  the  PERS  was  determined  to  be  actuarially  sound  according 
to  a  report  by  the  systems  actuary.     The  unfunded  past  service  costs  and  the 
actuarially  computed  value  of  the  vested  benefits  were  not  readily  available 
for  members  of  the  plan  employed  by  the  department. 

Various  department  employees  are  also  covered  by  the  following  union  pension 
funds  for  Fiscal  years  1981  and  1982. 

a)  Western  Conference  of  Teamsters  Pension  Trust  Fund 

-  Participants  -  225  department  employees 

-  Rate  -   .35  per  hour  paid  by  employee 

b)  Laborers'    International   Union  of  North  American  National    (Industrial) 
Pension  Fund 

-  Participants  -       6  department  employees 

-  Rate  -   .10  per  hour  paid  by  employee 

c)  International   Brotherhood  of  Painters  and  Allied  Trades  Union  and 
Industry  National   Pension  Fund 

-  Participants  -       5  department  employees 

-  Rate  -   .15  per  hour  paid  by  employee 

d)  International   Association  of  Machinists  and  Aerospace  Workers  National 
Pension  Fund 

-  Participants  -     40  department  employees 

-  Rate  -   .30  per  hour  paid  by  employee 

4.  Fixed  Assets 

The  department  records  assets  on  the  state's  Property  and  Accountability 
Management  System.     Fixed  asset  balances  as  of  June  30,   1982  and  the  changes 
since  June  30,   1980  follow. 

6-30-80     Net  Additions  6-30-81   Net  Additions  6-30-82 
General   Fixed  Assets  Balance       (Deletions)     Balance     (Deletions)     Balance 

Land  1,106,074  86,707  1,192,781       (3,900)  1,188,881 

Building  20,101,578  1,098,842  21,200,420     562,817  21,763,237 

Equipment  4,999,095  (916,472)  4,082,623     198,844  4,281,467 

Construction  Work-  1,165,472  1,034,117  2,199,589   (109,367)  2,090,222 
in-progress 

Total  27,372,7W  1,303,194  28,675,413  ~6"48,394  29,3^3,ft07 
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6-30-80  Net  Additions  6-30-81  Net  Additions  6-30-82 
Revolving  Funds         Balance   (Deletions)  Balance  (Deletions)  Balance 


Land  &  Building         227,621 

Equipment            22,546,261 

Work-in-progress         131,825 

Total            22,905,707 

-0- 
3,006,933 
78,339 
3,085,272 

227,621 
25,553,194 

210,164 
25,990,979 

-0-      227,621 

3,804,044  29,357,238 

172,820    382,984 

3,976,864  29,967,843 

Les  Accumulated  Depreciation 
Total 

5.  Payroll  Overhead 

(13,095,537) 
16,872,306 

Assigned  payroll  overhead  costs  are   accumulated  and  charged  to  projects  at  a 
fixed  rate  throughout  the  year.  The  difference  between  the  assigned  costs 
and  actual  costs  incurred  is  an  adjustment  of  the  next  years  fixed  rate. 

6.  Loans* 

Interentity  loans  are  noninterest  bearing  and  recorded  as  a  payable  by  the 
receiving  entity  and  a  receivable  by  the  advancing  entity. 

7.  Lease  and  Contract  Committments 

The  Department  leases  various  office  and  other  facilities  throughout  the 
state.     In  addition,   the  department  enters   into  lease  agreements   for 
electronic  data  processing  equipment.     The  term  of  the  leases  is  generally  a 
year  or  less,   is  renewable  annually,  and  all    leases  contain  cancellation 
clauses.     Lease  payments  are  expensed  against  current  operations  until   a 
decision  is  made  to  either  purchase  the  leased  item  or  cancel    the  lease. 
Therefore,   these  leases  are  classified  as  ooerating  leases.     It  is  expected 
that  similar  lease  agreements  will    be  entered  into  in  future  periods.     The 
department  also  has  major  long-term  committments  under  unperformed 
contracts.     The  major  dollar  amount  is  due  to  construction  contracts.     The 
committments  for  contracts  and  leases  as  of  June  30,   1981  and  1982  follows: 

6-30-81  6-30-82 

contract  committments                             $56,637,549  $73,087,122 

lease  committments                                  8,541  3,056 

Total                                               $56,646,090  $73,090,178 

Estimated  committments  under  noncapitalized  leases   for  future  years   follows: 


1933 

5,799 

1984 

5,799 

1985 

5,799 

1986 

5,799 

1987 

5,799 

TOTAL 

$^8,^55 
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8,  Federal  Assistance 

The  departnent  receives  federal  monies  through  various  programs.  These 
program  receipts  are  subject  to  audit  and  review.  As  of  June  30,  1982, 
there  were  no  questioned  receipts  relating  to  the  following  Schedule  of 
Federal  Aid  Receipts. 
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MONTAMA  DEPARTMENT  OF  HIGHWAYS 

SCHEDULE  OF  FEDERAL  AID  RECEIPTS 

FISCAL  YEARTT^]TTT^^^JU^JE  30.  1981  an?  198? 


PROGRAM 
Missile  Roads 


Evaluation  of  the  Construction  and 
Recycling  Project  near  Wibaux 

Installation  and  Evaluation  of 
Delineator  Posts 

Continuing  Education  Program 


PROJECT 
NUMBER 

FISCAL  YEAR 
1981 
RECEIPTS 

0M-AD300(18) 
0M-AD300(19) 
0M-AD3O0(2O) 
0M-AD300(21) 

48 
14,664 
14,691 

DOT  FH  15-338 

48,941 

DOT  FH   11-8611 

80-06-02-6 
80-06-02-7 
81-06-02-3 
82-05-02-3 


Special   Winter  Maintenance 
Demonstration  Project 

Highway  Safety  Selective  Maintenance 
Demonstration  Project 

Supportive  Training  For 
Minority  Trainers 


81-01-03-01 


3,398 

1,192 
3,218 


75,380 


80-01-04-01 

Proj. Sup. Order 
Proj. Sup. Order 


115,313 

110-9   35,230 
110-10  38,013 


FISCAL  YEAR 
1982 
RECEIPTS 


73,530 
19,660 


9,214 


1,885 
665 


16,059 


Proj .Sup. Order  110- 

■11  23,718 

83,703 

Transportation  Energy  Conservation 
Educational  Program 

81-04-01-1 

6,422 

11,588 

Purchase  of  Video  Training 
Equipment 

FNHI  ET  81(9) 

17,629 

Purchase  of  Video  Tapes  for 
Training  Equipment 

FNHI  ET  81(6) 

2,189 

4,765 

Purchase  of  Mechanical  Data 
Collection  and  Processing 
Equipment 

81-02-01-01 

35,272 

Purchase  of  Radar  Guns  and  a 
Signal  Tester 

81-06-02-4 

4,257 

Engineering  Study  on  High  Accident 
Locations 

80-01-04-2 

6,993 

175 
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PROGRAM 

Subsurface  Investigation  for  Snow 
Slide  Gulch  Bridge 


Training  School  Seminars  -  MSU 
Campus 


Preparation  and  Printing  of  Basic 
Engineering  Handbook 

Traffic  Study  Evaluating  Vehicle 
Speed 

Technical  Services  Reimbursement 
for  Tri-regional  Pavement 
Management  Workshop 

Highway  Projects 
TOTALS 


FISCAL  YEAR 

PROJECT 
NUMBER 

1981 
RECEIPTS 

FH  13-3(4) 

and  FI  2(13)179 

28,353 

FNHI  ET  81(8) 
FNHI  ET  81(11) 
FNHI  ET  81(12) 

31,202 

FNHI  ET  81(10) 


80-02-03-2 


2,220 


DTFH  68-82-P-70027 
FED.  HWY  ADMIN.   122,267,292 

122,740,363 


FISCAL   YEAR 
1982 
RECEIPTS 


367 


10,944 
14,630 


18,142 


1,016 
72,033,188 
72,334,803 


NOTE:  The    program    receipts    received    are    recorded    in   various    funds 

and    revenue    classifications    depending    on    the    nature    of    the 
program.      Federal   assistance   revenue   reported  in  the    financial 
statements     include     mineral     lease    payments    not    included    in 
this    schedule. 
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9.  Accounts  Receivable 

Accounts  Receivable  in  the  Federal    and  Private  Revenue  Fund  represent 
amounts  due  from  the  Federal   Government  for  the  federal    share  of  highway 
construction  costs.     The  balances   include  non-agreements  and  overruns  in  the 
amount  of  $4,063,935  at  June  30,    1981,   and  $774,769  at  June  30,   1982.     Mon- 
agreements  are  projects  for  which  federal    agreements  have  not  been 
consumated.     Overruns  are  projects  for  which  costs  exceeded  federal    approved 
participation  amounts  and  federal    approval    for  supplemental    participation  is 
in  the  process  of  being  obtained. 

10.  Insurance 

The  department  is  insured  by  the  State  of  Montana's  self-insurance  plan  that 
is  administered  by  the  Department  of  Administration. 

11.  City-County  Expenditures 

Included  in  the  Highway  Earmarked  Revenue  Fund  construction  expenditures  are 
distributions  to  cities  and  counties   for  their  share  of  certain   local    pro- 
ject costs.     These  expenditures  amounted  to  $10,907  in  fiscal   year  1981  and 
$16,294  in  fiscal  year  1982. 

12.  Other  Agency  Expenditures 

The  Highway  Earmarked  Revenue  Fund  is  used  by  other  state  agencies.  Current 
year  expenditures  in  the  highway  earmarked  fund  other  than  the  Department  of 
Highways  were  for  the  following  agencies. 


Department 

Dept.  of  Justice 

Dept.  of  Community 

Affairs 
Dept.  of  Commerce 
Dept.  of  Revenue 
Dept.  of  Administration 


1981 

8,081   S89 

N/A^ 

48,875 

75  000 

N/A^ 

513,360 

7,235,203 


Long  Range  Building  Plan  2,181,475 

18,135,502 


1982 

4,969,609 
44-259 

n/a2 

N/a2 

75,000 

604,901 

7,873,0981 

225,344 

13,792,211 


Purpose 

Highway  Patrol 
Highway  Safety 
Highway  Safety 
City-County  Gas  Tax  Distr. 
City-County  Gas  Tax  Distr. 
Gas  Tax  Collection  Expense 
City-County  Gas  Tax  Distr. 
Construction 


^  -  Includes  annual    payment  of  6,575,000  and  an  additional    1,298,098  distribu- 
tion for  FY   1981    in  FY   1982. 

2  -  July  1,  1981  the  Department  of  Community  Affairs  became  the  Department  of 
Commerce  and  the  Highway  Safety  program  was  transferred  to  the  Department 
of  Justice. 
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13.  Litigation 

As  of  June  30,  1982,  five  lawsuits  have  been  filed  against  the  department 
with  various  highway  construction  contractors  seeking  additional  payments  on 
their  respective  contracts.  A  possibility  exists  that  other  construction 
contractors  will  file.  No  estimate  of  substantial  financial  liability,  if 
any,  can  be  made  as  of  that  date. 

14.  Actual  GAAP  vs.  Budgetary  Basis  Data 

The  budget  basis  differs  from  Generally  Accepted  Accounting  Principles 
(GAAP)  for  encumbrances  outstanding  at  year-end.  This  accounting  technioue 
reflects  expenditures  for  purchase  orders,  contracts  and  other  committments 
for  goods  and  services  in  the  period  when  the  committment  is  made  as  opposed 
to  the  period  when  the  product  is  received  and  payment  is  rendered.  At 
year-end,  in  accordance  with  state  policy,  major  qualifying  encumbrances  are 
•reclassified  as  payables  and  charged  to  expenditures.  Encumbrances  out- 
standing do  not  constitute  expenditures  or  liabilities  in  accordance  with 
GAAP.  Accordingly,  a  Combined  Statement  of  Revenues,  Expenditures  and 
Changes  in  Fund  Balances  was  presented  on  the  GAAP  basis  and  on  the  budge- 
tary  basis  for  FY  1982,  for  special  revenue  funds. 

Because  GAAP  does  not  allow  certain  encumbrances  outstanding  at  year-end, 
the  difference  between  the  two  statements  Fund  Balances  was  the  following: 

GAAP  Basis  Fund  Balance         63,455,559 
Budgetary  Basis  Fund  Balance      62,217,223 

1,238,336 


15.  Contingency 

MCA  Section  18-6-103  permits  the  deposit  of  proceeds  from  sales  of  depart- 
ment property  to  the  appropriate  asociated  revolving  fund,  as  of  October  1, 
1981.  Before,  state  law  required  that  all  proceeds  from  the  sale  of  depart- 
ment property  be  deposited  in  the  Earmarked  Revenue  Fund.  However,  it  is 
the  department's  position  that  receipts  prior  to  October  1,  1981  from  the 
sale  of  Motor  Pool  and  Equipment  Bureau  equipment  should  be  deposited  to 
these  respective  funds.  The  department  intends  to  introduce  legislation  to 
allow  these  monies  to  be  transferred  from  the  Earmarked  Revenue  Fund.  The 
liability  due  the  motor  pool  amounts  to  $ll'i,806  and  $493,669  to  the 
Equipment  Bureau. 
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AGENCY    RESPONSES 


DEPARTMENT  OF  HIGHWAYS 


TEDSCHWINDEN  GOVERNOR 


STATE  OF  MONTANA 


2  701  PROSPECT 


HELENA  MONTANA  59620 


January    31,    1983  nrr/rJVhU 

JAN  3  1,  1983 

MONTANA  LEGISLATIVE  AUDITOR 

Robert  R.  Ringwood 
Legislative  Auditor 
Room  135 
State  Capitol 
Helena,  MT   59620 

Dear  Mr.  Ringwood: 

I  am  transmitting  the  Department  of  Highways'  response  to  the 
audit  report  performed  by  your  office  of  this  department  for 
fiscal  year  1981  and  fiscal  year  1982. 

I  appreciate  your  office's  patience  and  cooperation  in  completing 
this  difficult  and  time  consuming  task  prior  to  the  legislative 
session. 

If  you  have  any  questions  concerning  this  response,  please  call. 

Sinqe^ely , 


;ary  '  J.  /wicks 
DirectOyr/of    Highways 


GJW:WGS:mb:6Z 
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Recommendation  #1 

We  recommend  the  Department  and  the  Governor's  Office  of  Budget 
and  Program  Planning  implement  agency  budgets  in  accordance  with 
legislatively  established  appropriation  authority. 

Response 

The  Department  of  Highways  requested  supplemental  spending 
authority  from  the  Legislature  in  January  1981  in  the  Earmarked 
Revenue  Account  in  the  Maintenance  Program.   On  January  17,  1981 
the  legislative  subcommittee  requested  the  department  to  find 
savings  within  other  department  programs  to  transfer  to  the 
Maintenance  Program  Earmarked  Revenue  appropriation.   The  depart- 
ment wrote  to  the  subcommittee  on  January  30,  1981  requesting  a 
$2,712,849  transfer  of  budget  savings,  state  and  federal  share, 
from  the  Preconstruction  and  Construction  Programs.   The 
Legislature  subsequently  passed  HB  94  authorizing  the  52,712,849 
transfer  to  the  Maintenance  Program  from  the  Preconstruction  and 
Construction  Programs.   The  bill  did  specify  earmarked  funds; 
however,  the  department  did  not  request  only  earmarked  funds  and 
the  Governor's  Office  of  Budget  and  Program  Planning  (OBPP) 
approved  the  budget  amendment  on  the  basis  that  HB  483,  the  80-81 
biennium  appropriation  bill,  segregates  only  general  fund  and 
other  funds  which  includes  earmarked  revenue  and  federal  funds. 
The  OBPP  has  authority  in  the  Appropr iatons  Act  to  transfer 
spending  authority  between  programs  within  the  same  fund. 

The  questioned  budget  amendment  becomes  a  moot  point  since  the 
department  subsequently  did  not  require  the  portion  of  the  budget 
amendment  relating  to  federal  funds  thus  staying  within  the  ear- 
marked revenue  appropriation  limit  to  the  department.   At  the 
beginning  of  FY  81  the  department  transferred  51,630,000  in  ear- 
marked spending  authority  in  the  Maintenance  Program  to  the  FY  80 
Maintenance  appropriation  as  a  supplemental  request  to  cover 
flood  damages  in  FY  80.   When  the  department  received  federal 
emergency  flood  repair  funds,  the  expenditures  were  charoed 
against  federal  funds  in  FY  80  making  the  $1,630,000  supplemental 
transfer  unnecessary  and  available  for  FY  81  expenditures. 

This  amount  plus  the  Earmarked  funds  transferred  from  the 
Construction  and  Preconstruction  programs  was  sufficient  to  cover 
the  necessary  expenditures  in  the  Maintenance  Program  in  FY  82 
thus  not  requiring  the  disputed  federal  fund  transfer. 

Recommendation  #2 

VJe  recommend  the  Department: 

A.   Implement  cash  management  procedures  to  ensure  prompt  federal 
billings. 
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B.  Continue  to  implement  procedures  to  promptly  amend  or  obtain 
agreements  for  federal  aid  projects  in  overrun  or 
nonagreement  status. 

C.  Make  interentity  loans  in  accordance  with  law. 
Response 

A.  The  Department  of  Highways  has  made  every  effort  possible  to 
reduce  the  cash  flow  situation  described  in  the  audit  report.   We 
have  taken  action  to  significantly  reduce  the  cash  reimbursement 
time  from  18.7  days  to  5.8  days  by  processing  weekly  federal 
billings  as  we  have  previously  informed  the  interim  legislative 
finance  committee.   We  will  work  with  the  Federal  Highway 
Administration  (FHWA)  to  reduce  the  reimbursement  time  as  far  as 
possible.   The  auditors  agree  that  the  department  processes 
billings  and  receives  reimbursement  as  quickly  as  the  current 
FHWA  process  allows.   The  auditors  state  that  it  is  the 
"expressed  goal"  of  the  federal  government  to  eliminate  the  time 
lag;  yet  the  department  has  no  evidence  of  this  "expressed  goal" 
at  the  state  level  nor  have  any  of  the  several  states  we 
contacted.   The  State  of  Montana  Department  of  Highways  processes 
federal  billings  as  fast  or  faster  than  any  state  highway  depart- 
ment we  contacted.   We  have  discussed  the  auditors'  recommen- 
dations with  the  Department  of  Administration  Cash  Management 
Section  which  will  make  every  effort  to  get  the  federal  govern- 
ment to  change  procedures  to  allow  the  Department  of  Highways  to 
receive  immediate  reimbursement. 

We  have  asked  the  local  FHWA  officials  about  changing  the  current 
process  but  as  of  this  date  we  have  not  received  notification  of 
any  change  in  the  FHWA  reimbursement  policy. 

B.  The  auditors  correctly  note  the  department's  actions  to  reduce 
overruns  and  nonagreements.   The  current  approximately  $500,000 
level  is  the  lov^est  its  ever  been  and  we  believe  it  is  the  lowest 
amount  possible.   The  reduction  is  due  to  procedures  implemented 
by  the  Department  in  January  1982.   These  procedures  will,  of 
course,  remain  in  effect. 

C.  The  department  does  loan  state  funds  to  the  federal  account  to 
prevent  a  negative  cash  situation  as  prohibited  by  the  Department 
of  Administration.   The  Department  of  Administration  has  intro- 
duced legislation  to  allow  inter-entity  loans.   To  comply  with 
Section  17-2-107(2)  MCA,  the  department  would  have  to  make  signi- 
ficant accounting  changes  to  record  all  transactions  as  state 
expenditures  and  only  transfer  them  to  the  federal  account  after 
receiving  reimbursement. 

The  816,000,000  average  loan  in  the  audit  report  includes 
approximately  $8,000,000  in  state  obligations  for  the  Accelerated 
Interstate  Program,  project  overrun  and  non-agreements,  land 
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condemnations,  and  the  state  share  of  construction  engineering 
over  the  15%  limit.   These  expenses  are  state  liabilities 
recorded  in  this  account.   Thus  the  interest  lost  due  to  federal 
funds  was  significantly  less  than  stated  and  the  department  has 
reserved  $7,000,000  in  earmarked  funds  as  an  inter-entity  loan 
including  $3,000,000  due  to  federal  reimbursement  in  FY  84  and  FY 
85.   If  the  federal  government  changes  the  current  billing  system 
to  allow  faster  reimbursement,  this  loan  can  be  reduced  to  nearly 
zero.   The  department  has  requested  and  has  just  received  conver- 
sion of  ACI  funds  to  the  regular  federal  aid  program  thus 
reducing  the  previous  loan  by  approximately  $4,000,000.   The 
auditors  agreed  that  the  accounting  changes  required  to  record 
the  state  liabilities  in  the  earmarked  account  until  reimbur- 
sement is  too  cumbersome  and  could  result  in  material  errors. 

We  have  consistently  tried  to  reduce  the  loan  balance  and  will 
make  every  attempt  possible  to  make  every  state  dollar  available 
for  highway  needs. 

Recommendation  #3 

We  recommend  the  department  maintain  adequate,  current  financial 
records. 

Response 

The  department  does  have  a  priority  for  financial  information  and 
will  provide  and  maintain  timely  financial  statements.   We 
currently  use  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  budget  and  expenditure  reports  and  the  newly  developed 
cash  forecasting  system  for  management  decisions  and  budget 
preparation.   We  will  provide  monthly  financial  statements 
beginning  in  FY  84  to  provide  additional  management  information. 
The  Accounting  Bureau  has  implemented  several  procedures  to 
reduce  the  time  required  for  preparing  the  financial  statements. 
The  department  has  also  requested  a  budget  modification  to  con- 
vert the  present  accounting  system  to  SBAS  allowing  current, 
accurate  accounting  data  and  current  financial  statements. 

Recommendation  #4 

ViJe  recommend  the  department: 

A.  Follow  its  inventory  count  procedures. 

B.  Establish  adequate  physical  controls  over  inventory  stock  on 
hand . 

Response; 

A.  The  department  will  continue  to  emphasize  inventory  control. 
The  recent  reorganization  will  allow  a  closer  supervision  and 
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emphasis  on  inventory  control  and  compliance  with  department 
procedures.   The  Maintenance  Management  System  will  also  help 
control  inventory  by  requiring  material  requisitions  for  each 
daily  activity.   The  department  has  previously  recognized  the 
problems  in  inventory  control  through  internal  observation,  prior 
audit  reports  and  the  recently  completed  Governor's  Council  on 
Management.   We  have  committed  to  improve  the  situation  and  have 
identified  it  as  a  critical  element  in  performance  appraisals  for 
those  persons  with  inventory  responsibility. 

The  department  will  install  better  security  systems  wherever 
possible  and  decided  last  year  to  change  the  key  system  to  pro- 
vide more  control  over  access  to  inventory  in  response  to  the 
problem  we  noted  during  last  year's  inventory.   The  new  key 
system  will  be  in  place  by  March  1983. 

Recommendation  #5 

\Je   recommend  the  department  work  with  Field  Business  Managers  to 
develop  consistent  procedures  to  account  for  low  dollar  and  high- 
use  stock  items. 

Response; 

The  department  is  working  with  the  field  districts  to  develop 
consistent  procedures  which  will  be  incorporated  in  the  Inventory 
and  Purchasing  Policy  and  Procedures  Manual.   The  department  will 
also  perform  field  evaluations  for  compliance  with  all  policies 
and  procedures. 

Recommendation  #6 

We  recommend  the  Department: 

A.  Dispose  of  obsolete  and  slow  moving  stock  items. 

B.  Develop  maximum  and  minimum  inventory  control  levels. 

C.  Assign  inventory  responsibility  to  appropriate  personnel. 
Response ; 

A.  The  department  is  committed  to  disposing  obsolete  and  non- 
emergency slow  moving  stock  items  and  has  established  a  goal  of 
disposing  at  least  5100,000  in  obsolete  inventory  by  June  30, 
1983.   We  also  are  using  more  term  contracts  for  office  supplies 
and  high  use  items  to  reduce  inventory  levels. 

B.  The  department  has  scheduled  a  major  upgrade  of  the  Stores 
Inventory  Management  System  (SIMS)  in  March  1983  which  will  pro- 
vide maximum  and  minimum  inventory  levels  based  on  economic  order 
quantities. 
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C.  The  department  has  assiqned  inventory  responsibility  to  the 
personnel  having  control  and  accountability  over  the  various 
types  of  inventory  and  these  individuals  are  required  to  provide 
documentation  for  inventory  adjustments. 

Recomnendation  #7 

We  recommend  the  department  personnel  follow  established  inven- 
tory procedures  to  assure  timely  and  accurate  reporting  of 
receipts  and  issues  of  asphalt  inventory. 

Response; 

The  department's  current  policies  and  procedures  require  field 
personnel  to  promptly  record  asphalt  receipts  and  issues.   The 
Maintenance  Management  System  will  ensure  issues  are  recorded 
promptly  as  of  July  1,  1983. 

The  problem  noted  by  the  auditors  was  in  the  Inventory  Management 
System;  however,  all  costs  were  coded  correctly  in  the  financial 
records.   The  total  amount  of  asphalt  was  correct  in  the  inven- 
tory but  coding  errors  placed  the  quantities  in  the  wronq  tank 
and  subsequent  inventories  revealed  the  error.   We  do  agree  that 
if  department  personnel  followed  current  procedures  that  these 
errors  would  not  occur. 

Recommendation  #8 

Vie    recommend  the  department  establish  an  inventory  system  to  meet 
the  needs  of  all  users. 

Response; 

The  stockmen  in  field  divisions  maintained  card  files,  which  the 
auditors  refer  to  as  duplicate  records,  to  record  annual  quantity 
usage  of  individual  inventory  items  to  provide  accurate  infor- 
mation for  budget  preparation.   The  Maintenance  Management  System 
will  provide  the  necessary  quantity  usage  effective  July  1,  1983 
and  enable  the  stockmen  to  discontinue  use  of  the  card  files. 

We  have  recognized  this  situation  for  some  time  and  we  improve 
the  system  whenever  possible  and  have  planned  to  eliminate  the 
duplication  in  the  SIMS  upgrade  in  March,  1983  which  will  provide 
the  individual  item  prices  on  a  statewide  basis.   We  have  con- 
sidered the  informational  needs  of  stockmen  when  developing  the 
field  programs  but  the  Stores  System  was  developed  in  a  phased 
approach.   The  system  will  be  continually  improved  to  provide 
more  accurate  inventory  information. 
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Recorairiendation  #9 

We  recommend  the  Department: 

A.  Eliminate  inventory  stock  items  below  a  certain  dollar  value 
from  their  inventory  reporting  system  and  allocate  the  cost 
of  expendable  supplies  with  a  low  unit  cost  directly  to 
various  construction  and  maintenance  projects;  or 

B.  Change  the  unit  of  measure  level  for  low  cost  items. 
Response; 

A.  The  office  supplies  in  the  stores  inventory  is  valued  at 
approximately  S625,000  and  the  department  will  not  eliminate 
accountablity  over  assets  of  this  magnitude.   We  have  made 
changes  to  improve  the  accuracy  over  these  items  including  elimi- 
nating or  consolidating  over  5,000  stock  items  and  we  have  iden- 
tified over  100  items  to  change  units  of  measure.   We  also  are 
reducing  the  obsolete  and  slow  moving  low  dollar  items  from 
inventory  and  purchasing  more  of  these  items  from  the  Department 
of  Administration  Central  Stores  Bureau  and  initiating  term 
contracts  in  field  offices  to  reduce  stores  levels  in  these 
items.   We  have  determined  that  allocating  expendable  supplies 
directly  to  construction  and  maintenance  is  a  cumbersome  and 
possibly  illegal  accounting  method  for  federal  projects  and  will 
not  result  in  any  more  federal  receipts  than  available  at  this 
time.   All  overhead  items  are  paid  for  with  state  funds. 

But  we  agree  with  the  auditors  comments  in  general  that  we  should 
place  greater  emphasis  on  improving  the  control  and  accuracy  of 
high  dollar  items  rather  than  spending  the  time  and  resources  on 
low  cost  items. 

B.  As  noted  above,  the  department  has  identified  over  100  items 
to  change  the  unit  of  measure  by  May  1,  1983  prior  to  year-end 
inventory. 

Recommendation  #10 

We  recommend  the  department  establish  procedures  to  prevent  unde- 
tected clerical  errors  in  Accounts  Receivable  records. 

Response : 

Although  most  of  these  were  not  material  clerical  errors,  we 
agree  with  the  auditors  that  this  is  an  unacceptable  error  rate 
and  we  will  correct  the  situation. 

Effective  July  1,  1982  the  department  converted  the  Accounts 
Receivable  to  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).   The  Accounting  Bureau  personnel  now  have  a  method  to 
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monitor  and  correct  accounts  receivable  on  a  daily  basis.   T'he 
bureau  also  now  performs  monthly  reconciliations  of  these 
accounts  and  reviews  general  ledger  reports  monthly  to  detect 
descrepancies.   Monthly  financial  statements  will  also  assist  in 
analyzing  these  accounts. 

Recommendation  #11 

We  recommend  the  department  report  all  operating  expenses  and 
stores  inventory  activity  in  the  internal  service  fund  or  change 
the  classification  to  the  Highway  Earmarked  Revenue  Fund. 

Response; 

The  department  was  required  to  place  the  stores  inventory 
accounts  in  a  revolving  account  through  the  appropriation  act  in 
HB  500  and  was  not  appropriated  authority  to  place  payroll 
expense  in  this  account.   The  department  agrees  with  the  recom- 
mendation to  change  the  classification  to  the  Special  Revenue 
Fund  to  be  adopted  by  the  state  in  the  next  biennium.   We  will 
work  with  the  Department  of  Administration  and  the  Legislative 
Fiscal  Analyst  to  place  this  account  in  the  proper  fund. 

Recommendation  #12 

We  recommend  the  department  record  Maintenance  Accounts 
Receivable  in  the  Highway  Earmarked  Revenue  Fund, 

Response; 

As  noted  in  the  response  to  the  previous  recommendation,  this 
account  was  also  established  in  the  internal  service  fund  by  the 
legislature  and  the  department  is  required  to  record  this  activ- 
ity in  the  revolving  fund.   We  will  work  with  the  Department  of 
Administration  and  Legislative  Fiscal  Analyst  to  place  this 
account  in  the  proper  fund  during  the  1983  legislative  session. 

Recommendation  #13 

We  recomrpend  the  department  properly  record  federal  accounts 
receivable  at  fiscal  year-end. 

Response; 

The  department  has  procedures  to  establish  federal  accounts 
receivable  at  fiscal  year-end  but  did  not  properly  accrue  a 
federal  billing  made  during  the  fiscal  year-end  adjustment 
period.   The  department  did  properly  bill  the  federal  government 
for  these  costs  but  erred  in  not  making  the  accounting  entry  at 
fiscal  year-end.   The  subsequent  collection  of  this  billing  was 
properly  recorded.   The  requested  conversion  to  SBAS  will  provide 
better  control  over  all  accounts  receivable. 
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Recommendation  #14 

V7e  recommend  the  department  improve  its  review  of  individual 
financial  transactions. 

Response: 

We  agree  with  this  recommendation  but  the  Department  of  Highways 
processes  over  800,000  transactions  per  year  and  will  obviously 
make  some  errors.   However,  the  department  is  now  reviewing  SBAS 
financial  reports  to  detect  the  material  type  errors  noted  by  the 
auditors  and  the  department  noted  these  errors  during  the  finan- 
cial statement  preparation  and  pointed  out  to  the  auditors  as 
requiring  correction  and  adjustments  to  the  financial  statements. 
The  subsequent  corrections  properly  adjust  the  accounting 
records.   The  Accounting   Bureau  currently  has  extensive  computer 
edit  checks  and  also  reviews  transactions  in  the  Cost  Coding 
Section.   The  bureau  will  expand  internal  verification  through 
increased  tests  of  sample  items  during  FY  84  and  new  procedures 
require  all  Journal  Vouchers  to  be  reviewed  by  two  individuals  to 
detect  coding  errors. 

Recommendation  #16 

We  recommend  the  department  operate  v^eigh  stations  in  compliance 
with  state  law  or  seek  legislation  to  change  the  law. 

Response; 

This  recommendation  was  made  in  the  prior  audit  report  and  the 
department  responded  in  that  report  to  seek  legislation  to  change 
the  law.   The  department  introduced  HB  353  in  the  1983  legisla- 
tive session  to  repeal  this  section  of  law. 

Recommendation  #17 

We  recommend  the  department  comply  with  state  law  by  seeking 
legislative  direction  for  metropolitan  transportation  area 
funding  allocations. 

Response; 

The  department  introduced  HB  410  in  the  1903  legislative  session 
to  provide  legislative  direction. 

Internal  Control 

The  department  recognizes  the  importance  and  necessity  for  strong 
and  reliable  internal  controls  over  accounting  transactions.   The 
department  does  take  very  seriously  the  auditors  comments  that 
conditions  in  certain  areas  could  result  in  financial  statement 
errors  that  would  be  difficult  to  detect.   The  department 
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currently  does  not  use  the  financial  statements  as  a  basis  for 
preparing  budgets.   V7e  use  SBAS  expenditures  reports  and  various 
management  information  systems  such  as  the  Maintenance  rianagement 
System,  Construction  Management  System  and  the  cash  forecasting 
system  for  management  decisions  and  budget  preparation. 
Correcting  these  internal  controls  will  allow  a  greater  reliance 
on  the  accounting  records  and  the  financial  statements  will  be  a 
valuable  information  tool  for  these  decisions.   The  department 
will  take  any  action  necessary  to  correct  these  controls  in  the 
accounts  receivable  and  inventories  to  provide  the  type  of 
assurance  required  by  the  auditors  and  the  department.   We  are 
committed  to  establishing  or  correcting  the  necessary  policies 
and  procedures. 
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OFFICE  OF  THE  GOVERNOR 

BUDGET  AND  PROGRAM  PLANNING 


TED  SCHWINDEN.  GOVERNOR 


CAPITOL  BUIUDING 


STATE  OF  MONTANA' 


(406)449-3616 


HELENA.  MONTANA  59620 


January  28,  1983 


Mr.  Robert  R.  Ringwood,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Building 
Helena,  Montana  59620 


RECEIVED 

JAM2  8  i983 

MONTANA  LEGISLATIVE  AUDITOR 


Dear  Mr.  Ringwood: 


Below  is  our  response  to  the  recommendation  contained  in  the  audit  of  the 
Department  of  Highways  conducted  by  your  staff. 

Recommendation  #1  -  We  recommend  the  Department  and  the  Governor's  Office 
of  Budget  and  Program  Planning  implement  agency  budgets  in  accordance  with 
legislatively  established  appropriation  authority. 

Response:  We  agree  with  this  recommendation  but  must  point  out  that  the 
action  taken  by  this  office  was  done  in  good  faith.  The  subcommittee 
asked  the  Department  of  Highways  to  come  up  with  a  way  to  eliminate  the 
need  for  a  supplemental  appropriation.  A  copy  of  the  Department  of 
Highways  response  to  the  committee  is  attached  and  clearly  shows  that 
the  proposed  transfer  of  spending  authority  would  be  from  both  state  and 
federal  funds. 

If  we  had  thought  there  would  be  a  problem  with  this  transfer  of  spend- 
ing authority  there  were  other  procedures  which  could  have  been  taken  in 
order  to  fully  comply  with  the  appropriation  language  in  House  Bill  94. 
This  could  have  been  accomplished  by  first  reducing  the  federal  and 
private  spending  authority  and  increasing  the  earmarked  spending 
authority  in  the  construction  and  preconstruction  programs.  This  is 
allowed  because  "Other  Appropriated  Funds"  may  be  adjusted  as  circum- 
stances dictate  with  the  approval  of  the  budget  office. 

If  this  had  been  done  first  then  the  entire  transfer  of  spending 
authority  could  have  been  made  from  the  Highway  Earmarked  Revenue  Fund 
and  fully  complied  with  the  appropriation  language  in  House  Bill  94.  We 
did  not  elect  to  use  this  circuitous  method  as  we  believed  we  were  fully 
complying  with  the  intent  of  the  appropriation  language. 
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Sincerely, 

DAVE  LEWIS 
Budget  Director 


ANtauAt  ofPOHnjmn  iMPLOrtR 


DEPARTMENT  OF  HIGHWAYS 


STATE  OF  MOnITANA' 


January  30,  1981 


Representative  Earl  C.  Lory,  Chairman 
Legislative,  Judicial  and  Administrative 
Appropriation  Subcommittee 
State  Capi  tol 
Helena,  MT  59601 

Dear  Representative  Lory: 

Your  subcommittee's  request  of  January  17,  1981  requesting  the  Department 
of  Highways  to  review  its  1981  budget  to  identify  savings  in  order  to 
reduce  or  eliminate  a  maintenance  supplemental  appropriation  of  $2,712,8^9 
has  been  accomplished. 

Our  review  found  the  following  budget  savings  (Stale  and  Federal  share) 
which  can  be  transferred  to  the  maintenance  program: 


PrcconsLrucLion  Program 

Personal  Services 
Operating  Expenses 
Land 

Subtotal 


$    80,000 
7'*, 000 

1  .^00,000 

$  1,55^,000 


\ 


Construction  Program 

Personal  Services 
Contracted  Services 
Subtotal 

Total 


$   690,000 

^468. 8^9 

$  1,158,8^*9 

$  2, 712, 8^49 


The  maintenance  supplemental  appropriation  request  of  $2,712,8^)9  need 
not  be  appropriated  if  legislation  was  enacted  providing  for  transfer  of 
appropriations  between  highway  programs.   You  should  be  aware  the 
present  appropriation  act  does  not  permit  the  transfer  of  appropriations 
between  programs. 
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Representative  Earl  C.  Lory,  Chairman 

1/30/81 

page  (2) 


Thank  you  for  your  kind  cons iderat icn  in  granting  the  needed  supplemental 
appropr  ia t  ion . 


H  i  ghways 


GJW: Ifg 

cc :   JanDee  May 
Les  S  imk  ins 
John  Preb  i 1 
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DEPARTMENT  OF  ADMINISTRATION 

DIRECTORS  OFFICE 


TED  SCHWINDEN.  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA 


(406)449  2032 


HELENA  MONTANA  59620 


January  28,  1983 


Robert  R.  Ringwood 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MI  59620 


RFnriv/FD 

JAN  31  1S33 

MONTANA  LEGISlAFIVE  AUDITOR 


Dear  Mr.  Ringwood: 

Listed  below  are  the  Department  of  Administration's  responses  to 
recommendation  ^']5  in  the  Audit  of  the  Department  of  Highways: 

A.  Deal  Directly  with  Retired  Employees  on  Insurance  Benefits. 

Each  agency  is  presently  set  up  to  answer  benefit  questions 
from  their  employees  and  retirees.  The  Personnel  Division 
provides  policy  and  procedure  guidance  through  training 
sessions  for  agency  payroll  clerks.  The  Personnel  Division 
also  provides  benefit  information  through  the  publication  of 
the  State  of  Montana  Employee  Benefit  Plan  Handbook.  The 
Personnel  Division  is  not  staffed  to  deal  directly  with 
retirees  on  insurance  benefits  and  could  not  assume  this 
function  without  additional  staffing. 

The  Personnel  Division  agrees  that  retiree  self-payments 
could  be  more  efficiently  handled  if  they  were  remitted 
directly  to  the  Personnel  Division.  To  make  this  change, 
each  agency  must  provide  the  Personnel  Division  with  the 
names,  addresses  and  enrollment  status  of  retirees  that 
self-pay. 

B.  Comply  with  State  Policies  for  Safekeeping  and  Deposit 
Requirements  for  Cash. 

The  Personnel  Division  is  now  complying  with  state 
policies  covering  collecting,  deposits  and  adjustments. 


Sincerely, 

Morris  L.  Brusett,  Director 
Department  of  Administration 


MLB/RS/pb 
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